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io NEW ECONOMIC PARTNERSHIP 


Law on Business Associations Published 
25000063a Budapest HET] VILAGGAZDASAG (special 
issue) in Hungarian 21 Dec 88 pp 3-20 


[Text of “Law No VI/1988 on Business Associations”’} 


[Text] The purpose of the present law is to provide a 
modern legal framework that will help improve the 
national economy's ability to produce income, and aid 
the development of market-type cooperation between 
production and sales, the flow of capital, and the direct 
influx of foreign active capital into our economy. The 
law must promote the more efficient use of public 
property, and state property in particular. Removal of 
the barriers to cooperation between business organiza- 
tions and citizens must make the collective use of 
personal savings possible, and provide greater and more 
secure opportunities for the citizens’ entrepreneurship, 
in accord with society’s interests. The business associa- 
tions’ operation must not lessen competition, create 
monopolies or prejudice the interests of creditors or the 
public interest. 


To achieve all this, the National Assembly hereby enacts 
the following law: 


Part I. Introductory Provisions 


Chapter 1. General Provisions 


Section | 1) The present law regulates the formation and 
Organizational structure of business associations, the 
functioning of their managing bodies, the rights, obliga- 
tions and liability of the business associations’ members, 
and the dissolution of business associations. 


2) A business association may acquire rights and assume 
obligations under its firm name. In particular, it may 
acquire property, conclude contracts, sue and be sued. 


Section 2 1) A business association may be created only 
in the manner and form that the present law prescribes. 


2) The general partnership and the limited partnership 
are unincorporated business associations. The combina- 
tion, joint venture, limited-liability company, and cor- 
poration are incorporated business associations. 


Section 3) Cooperatives, specialized cooperative groups, 
irrigation and drainage associations, incorporated part- 
nerships, societies, and associations of individuals for 
purposes that do not involve business activity, do not 
come within the scope of the present law; they each have 
their own special statutory regulations applicable to 
them. The provisions of the Civil Code apply to civil-law 
partnerships. 


Section 4 1) Except when the present law specifies other- 
wise, the state, legal entities, nonincorporated business 
associations, and individuals, whether citizens or foreign- 
ers, may form a business association to conduct or pro- 
mote a joint business activity on a commercial basis; or 
they may join an already existing business association of 
this kind. 


2) If a law, law decree or decree of the Council of 
Ministers reserves some activity for the state, a state 
Organ or a state economic organization, then a business 
association may conduct such activity only if it has at 
least one member entitled to engage in the given activity. 


3) A business association must be a corporation to 
engage in banking or insurance. 


4) For the purpose of the present law, an individual is 
any natural person of whatever citizenship; and a for- 
eigner is any natural person or legal entity regarded as an 
exchange foreigner under the exchange regulations. 


Section 5 Unless the present law provides otherwise, ai 
least two members are necessary to form a business 
association. 


Section 6 1) An individual may be a member with 
unlimited liability in only one business association at the 
same time. 


2) A civil-law partnership may not be a business associ- 
ation’s member or a corporation’s incorporator. 


3) A general partnership or a limited partnership may 
not be a general partner in another such partnership. 


4) Only legal entities may be members of a combination 
or joint venture. 


Section 7 1) Foreigners may participate in forming a 
business association, or may join one as members, only if 
they are a firm according to the laws of their own 
country, or if they are registered in the company (or 
other business) register in their own country. Any foreign 
individual or foreign entity may be a stockholder. 


2) For the participation of foreigners, international 
agreements may also set conditions that differ from the 
provisions of the present law. 


Section 8 1) The joint permission of the ministers of 
finance and trade is necessary: to form a business asso- 
ciation which will be wholly foreign owned or in which 
foreigners will have a majority interest; to change an 
existing business association into one owned in this 
manner; or for foreigners to acquire a majority interest 
in a business association. This permission implies also 
the permission of the foreign-exchange authorities. If the 
application for permission is not rejected within 90 days 
of its filing, the permission must be regarded as granted. 
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2) No permission of the foreign-exchange or other 
authorities is necessary to form, or participate in, a 
business association if the proportion of foreign interest 
in it remains less than what Paragraph | specifies. 


Section 9 1) Foreigners enjoy full protection and security 
of their interest in a business association. 


2) Provided the business association has available funds, 
a foreigner’s share of the profit, respectively the amount 
to which the foreigner is entitled when the business 
association is dissolved or when all or a part of the 
foreigner’s interest in the business association has been 
sold, may be freely repatriated in accordance with the 
foreigner’s instructions, without permission from the 
foreign exchange authorities and in the currency in 
which the investment was originally made. 


3) A separate law will determine the concessions granted 
foreigners, and the special economic conditions applica- 
ble to them. 


Section 10 1) When only individuals are members of a 
business association, the total number of persons it 
employs may not exceed 500. 


2) The provisions of Paragraph | do not apply to a 
business association that is wholly foreign owned or in 
which foreigners hold a majority interest. 


Section 11 1) The court that keeps the register of firms 
(hereinafter: the registry court) supervises the legality of 
business associations. 


2) In the course of supervising legality, the registry court 
examines whether the articles of association [including 
also the partnership agreement] (or articles of incorpo- 
ration) and other documents pertaining to a business 
association’s organization and operation meet the 
requirements of the law; and whether the actions of the 
business association’s managing bodies violate the stat- 
utory regulations governing the organization and opera- 
tion of business associations, and the provisions of ‘he 
given business association’s articles of association (or 
articles of incorporation) and its other documents men- 
tioned above. 


3) The supervision of legality does not extend to matters 
subject to judicial proceedings before another court or to 
administrative proceedings. 


4) In its proceedings in cases involving business associ- 
ations, the registry court must apply the statutory regu- 
lations on the registration of firms, as modified and 
amended by the present law. 


Section 12) The provisions of the Labor Code, respec- 
tively of the statutory regulations issued on its basis, 
apply to the rights of trade unions at business associa- 
tions. 


Section 13 1) At every joint venture, in a limited-liability 
company or corporation that employs more than 200 
workers a year on average, in jobs that are their principal 
occupation, the workers participate in overseeing the 
business association’s operation, through the board of 
supervision. 


2) In the cases specified in Paragraph 1, the workers elect 
from among themselves one third of the members on the 
board of supervision. The elections must take place the 
day the board of directors holds its next meeting, or 
when the next meeting of members or stockholders is 
held. This rule must be applied, as appropriate, also 
when the number of workers in jobs that are their 
principal occupation drops below 200. 


Section 14) Except in the case of a corporation, it is 
prohibited to issue a security embodying a member’s 
rights. Any such security issued contrary to this ban shall 
be null and void, and the issuers shall be jointly and 
severally liable for any consequential damage. 


Section 15) The facts and data pertaining to business 
associations—pursuant to the provisions of the present 
law and the statutory regulations governing the registra- 
tion of firms—are public information. 


Section 16 1) The statements and notices that the present 
law requires must be conveyed to the addressees in 
writing or some other provable way. 


2) When a document is sent by mail with a return 
receipt, the date and time on the return receipt prove 
when the domestic addressee received the document. In 
the absence of a return receipt, the domestic addressee— 
unless able to prove otherwise—must be considered to 
have received the mailed document the fifth workday 
after the day of mailing. 


3) When the present law sets no time limit for some 
statement or action, the statement must be made or the 
action must be taken immediately. 


Section 17) The provisions of the Civil Code apply to 
those relations between business associations and their 
members that the present law does not regulate. 


Section 18) The Permanent Arbitration Board attached 
to the Hungarian Economic Chamber will decide dis- 
putes arising from the articles of association (or articles 
of incorporation), if the parties so stipulate in the afore- 
mentioned articles. 


Chapter 2. Common Rules for Business 
Associations 


Title 1. Formation of a Besiness Association 


Section 19 1) Articles of association (or articles of 
incorporation in the case of a corporation) are necessary 
to form a business association. 
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2) The articles of association must be drawn up as a 
document that all the members sign, and an attorney or 
counselor-at-law countersigns. This provision must be 
observed also when amending the articles of association. 


3) The requirement of a countersignature pursuant to 
Paragraph 2 applies also to a corporation’s articles of 
incorporation. 


Section 20) Within the limits of the present law and 
other statutory regulations, the members may freely 
agree on the contents of the articles of association; and 
by mutual agreement they may depart from the statutory 
provisions regarding the articles of association, unless 
the present law prohibits departures. 


Section 21 1) The articles of association must state: (a) 
The business association’s firm name and principal place 
of business; (b) The names (or firm names) and addresses 
(principal places of business) of the business associa- 
tion’s members; (c) The object of the business associa- 
tion’s activity; (d) The business association's capital, as 
well as the manner in which, and the time when, it is to 
be placed at the business association's disposal; (e) 
Everything else that the present law prescribes as man- 
datory for the particular forms of business association. 


2) The articles of association that do not meet the 
requirements listed in Paragraph | shall be null and 
void. 


3) If the articles of association contain no provision 
regarding the business association’s duration, then it 
must be regarded as having been formed for an indefinite 


period. 


Section 22 1) The members of a business association 
provide its capital, share in the business association's 
profits and in the growth of its net worth (hereinafter: 
profit), and jointly bear the business association’s losses 
and decline in the value of its assets (hereinafter: loss), in 
the manner the present law specifies. 


2) At the time of a business association’s formation, its 
capital consists of the money (cash contributions) and 
property other than money (noncash contributions) that 
its members are providing. The noncash contribution 
may be any marketable thing of monetary value, intel- 
lectual property or a right of monetary value. 


3) When a member contributes property other than cash 
to a business association, it may hold him liable within 
five years from the day the property is actually placed at 
the business association’s disposal, if the value of the 
property, at the time when it is contributed, subse- 
quently proves to be less than the value stated in the 
articles of association. 


Section 23 1) Notice of a business association's forma- 
tion must be filed with the registry court, for registration 


and public announcement, within 30 days of signing the 
articles of association, or the articles of incorporation. 


2) The notice filed with the registry court must contain 
all the information that has to be entered in the register, 
pursuant to the statutory regulations governing the reg- 
istration of firms. All the documents specified in the 
aforementioned statutory regulations must be attached 
to the filed notice. 


3) Notice of any subsequent changes in the data as 
entered must also be filed with the registry court, within 
30 days of their occurrence. 


Section 24 1) Registration creates the business associa- 
tion, retroactively to the day of signing the articles of 
association, or the articles of incorporation in the case of 
a corporation. Registration may be refused only for a 
violation of a statutory regulation. 


2) The registry court announces in the official gazette the 
fact that the business association has been registered, the 
entered data, and, unless the present law makes an 
exception, also any subsequent changes in the data as 
entered. 


Section 25 1) Those who acted for a business association 
prior to its registration are unlimitedly, jointly and 
severally liable for the obligations they assumed in the 
firm’s name. The exclusion or limitation of their liability 
is not binding on the business association’s creditors. 


2) The liability under Paragraph | for obligations 
assumed in the business association’s name prior to its 
registration ceases if the business association’s autho- 
rized body subsequently ratifies the contract. 


3) If the business associations begins its activity before it 
has been registered, it may not plead lack of registration 
in relation to third parties. 


Section 26) When the registry court refuses to register a 
business association, the latter must cease its activity 
immediately upon receiving the court’s final decision. In 
the period from the signing of the articles of association 
to the cessation of the business association’s activity, the 
rules governing civil-law partnerships shall apply, as 
appropriate, to relations between the business associa- 
tion’s members, if the conditions for such relations exist 
and the members have not stipulated otherwise. 


Section 27) Once a business association has been regis- 
tered, no one may plead that the articles of association 
are invalid for reasons of an error, fraud or threat 
(Section 210 of the Civil Code) in signing the articles of 
association. This provision applies, as appropriate, also 
to a modification of the articles of association. 
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Title 2. Executive Officers, Members of the Board of 
Supervision, Auditors 


Section 28) Executive officers are: the general manager 
of a combination or joint venture, the managers of a 
limited-liability company, and the members of a corpo- 
ration’s board of directors. 


Section 29 1) A person with a final criminal conviction 
who received a nonsuspended prison sentence may not 
be a business association’s executive officer until he has 
been freed of the legal disadvantages that a criminal 
record entails. 


2) During the period specified in his sentence, a person 
who has been barred from practicing his profession may 
not be an executive officer of a business association 
active in the given profession. 


3) The provisions of Paragraphs | and 2 apply also to 
members of the board of supervision, and to auditors. 


Section 30) Executive officers, members of the board of 
supervision, and auditors are elected to definite terms of 
office that may not exceed 5 years. They may be 
reelected and can be recalled at any time. 


Section 31 1) A person may not be an executive officer of 
more than two business associations at the same time. 


2) A business association’s executive officers and their 
Close relatives (Section 685, Item b, of the Civil Code) 
may not be elected to the [business association’s] board 
of supervision. 


3) A person may not be elected or delegated to the boards 
of supervision of more than five business associations at 
the same time. The board member must inform the 
business associations concerned about his election (or 
delegation) to other boards of supervision. 


Section 32 1) Executive officers, members of the board 
of supervision, and auditors must act with the care 
generally expected of persons in such positions. Even 
when they are employees of the business association, the 
general rules of civil law apply to their liability for the 
damage they cause the business association by violating 
their fiduciary duty. 


2) Their employer may not instruct an executive officer, 
a member of the board of supervision or an auditor how 
to discharge their respective official duties. 


3) In a limited-liability company or corporation, the 
executive officers’ liability pursuant to Paragraph ! is 
joint and several. An executive officer cannot be held 
liable if he objected to the resoluticn or action, and also 
made his objection known to the bo«. d “f supervision or, 
in the absence of a board of supervisi« ., to the meeting 
of members. 


Section 33) Executive officers, members of the board of 
supervision, and auditors are obliged to treat as business 
secrets anything they learn about the business affairs of 
their business association. 


Section 34 1) A business association is obliged to file 
with the registry court, for entry in the register and 
public announcement, a notice of the names and 
addresses of the members of the business association’s 
board of supervision, and of any subsequent changes in 
their persons. 


2) The board of supervision adopts its own rules of 
procedure, but the highest managing body of the busi- 
ness association must approve them. 


Section 35 1) The members of the board of supervision 
elect a chairman from among themselves. The chairman 
is obliged to call a meeting of the business association’s 
highest managing body whenever the number of board 
members drops to fewer than three. 


2) The chairman of the board of supervision calls the 
meetings of his board. Stating the reason for calling a 
meeting and its purpose, two board members may 
request the chairman at any time to call a meeting of the 
board of supervision. If the chairman fails to call a 
meeting of the board of supervision within 8 days, the 
two members are entitled to do so. 


3) The board of supervision has a quorum if two-thirds, 
but not fewer than three, of its members are present. The 
board adopts its resolutions by a simple majority vote. 


Section 36 1) The board of supervision oversees the 
conduct of the business association’s business. To that 
end the board of supervision may request reports or 
information from the business association’s executive 
officers and senior employees, and may inspect the 
business association’s books and files, or have them 


inspected by an expert. 


2) The board of supervision must examine all of the 
more important reports submitted to the business asso- 
Ciation’s highest managing body, particularly the busi- 
ness association’s balance sheet and financial statement. 
The chairman of the board of supervision must state the 
results of such examinations. Without his statement, a 
valid resolution cannot be adopted on the reports, the 
balance sheet or the distribution of profit. 


Section 37) The executive officers of a business associa- 
tion and the members of its board of supervision may 
receive compensation, the amount of which is deter- 
mined by the business association’s body that the present 
law specifies. 


Section 38 1) The authority of a business associaiion’s 
executive officer or member of its board of supervision 
ceases: (a) When his term of office expires; (b) With his 
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removal; (c) With his resignation; (d) With his death; or 
(e) When ca‘sse arises for his disqualification under the 
present law. 


2) The provisions of Paragraph | apply also to the 
auditor, except that his authority ceases with a notice of 
dismissal or a notice of quitting, rather than with his 
removal or resignation. 


3) Furthermore, a member elected to the board of 
supervision by the workers loses his seat on the board if 
his employment ceases. 


Section 39 1) The articles of association may stipulate 
that an auditor, instead of or in addition to a board of 
supervision, will oversee the conduct of the business 
association’s business. 


2) The election of an auditor, in addition to a board of 
supervision, is mandatory for a corporation, for a 1- 
member limited-liability company, and for a limited- 
wed company whose capital is over 50 million 
orints. 


Section 40 1) Only a registered accountant may be 
elected auditor. 


2) The business association’s incorporator, member, 
stockholder, executive officer, member of the board of 
supervision, their close relatives (Section 685, Item b, of 
the Civil Code), and, for three years from the termina- 
tion of his employment, the business association’s 
worker or employee may noi be the business associa- 
tion’s auditor. 


Section 41 1) The auditor has authority: to inspect the 
books of the business association; to request information 
from the business association’s executive officers and 
employees; and to audit the business association's cash 
in hand, securities, stock of merchandise, contracts and 
bank accounts. He may attend the meetings of the 
business association’s highest managing body and hoard 
of supervision, but must attend the meetings of the 
corporation’s stockholders. 


2) The auditor examines every report submitted to the 
business association’s highest managing body, particu- 
larly the balance sheet and financial statement, to deter- 
mine whether they are correct and meet statutory 
requirements, and then states his opinion. Without his 
statement, a valid resolution may not be adopted on a 


report. 


Section 42 1) If the auditor learns that a significant 
decline in the value of the business association's assets 
can be expected, or of a fact for which the business 
association’s executive officers or the members of its 
board of supervision may be held liable under the 
present law, then he is obliged to inform of this the board 
of supervision or, in its absence, the business association 


itself, and to request that a meeting be called of the 
business association’s highest managing body. 


2) If a meeting of the business association’s highest 
managing body is not called, the auditor is authorized to 
call such a meeting. If the business association’s highest 
managing body fails io take proper action, the auditor 
must report this to the registry court. 


Title 3. Signing for the Firm 


Section 43 1) To sign for a business association, the 
persons authorized to sign append their own signatures 
to the firm’s name. 


2) Except where statutes provide otherwise, each execu- 
tive officer of a business association has authority to sign 
for the firm singly. But when employees have authority 
to sign, the joint signatures of two such employees are 
required tc validly sign for the firm. 


3) The persons with authority to sign for a business 
association must submit to the registry ccurt notarized 
samples of their signatures, or they must appear in 
person before the registry court to sign their names. 


Title 4. Judicial Review of Business-Association 
Resolutions 


Section 44 1) Any member of a business association may 
petition the court for a judicial review of a resolution 
that the business association or its bodies adopted, if the 
said resolution violates the provisions of the present law, 
other statutory regulations, the articles of association or 
the articles of incorporation (injurious resolution). Also 
the persons specified in the provisions pertaining to the 
particular forms of business association are entitled to 
petition the court for a judicial review. 


2) The member who voted for the resolution is not 
entitled to the right pursuant to Paragraph |, except in 
the case of an error, fraud or threat (Section 210 of the 
Civil Code). 


3) The right pursuant to Paragraph | cannot validly be 
excluded, and its waiver is null and void. 


Section 45 1) The action for judicial review of the 
injurious resolution must be brought against the business 
association within 30 days of the resolution’s adoption, 
under pain of forfeiting this right. Commencement of the 
action does not have a dilatory effect, but the court may 
suspend the resolution’s implementation. 


2) The court will declare the injurious resolution invalid. 
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Title 5. Business Association’s Termination, 
Distribution of Assets 


Business Association’s Termination 


Section 46 1) A business association terminates: (a) If its 
duration specified in the articles of association (or arti- 
cles of incorporation) runs out, or some other condition 
of its termination is fulfilled; (b) If it decides to dissolve, 
without a legal successor; (c) If it is consolidated or 
merged into another business association, split up, or 
changed into another form of business association; (d) If 
the number of members, excep’ in the case of a corpo- 
ration or limited-liability con.gany, dropped to one, and 
no notice of new members has been filed with the 
registry court within six months; (e) If the registry court 
declares it defunct; (f) If the court dissolves it in the 
course of liquidation proceedings; (g) If the present law's 
provisions pertaining to particular forms of business 
association so prescribe. 


2) The business association ceases to exist when it is 
deregistered. The registry court announces the deregi- 
stration in the official gazette. 


Distribetion of Assets 


Section 47 Upon a business association's dissolution 
without a legal successor, a distribution of its assets takes 
place, except when liquidation proceedings have been 
instituted because of permanent insolvency. If the 
present law does not provide otherwise, the distribution 
of assets must follow the procedural rules of the statutory 
regulation on liquidation proceedings. 


Section 48 1) Except in the cases regulated in Paragraphs 
2 and 3, the business association’s executive officers 
distribute its assets. 


2) The business association’s members who ho. at least 
one-tenth of the total number of votes may petition the 
registry court to appoint another person as distributor of 
assets. 


3) When the business association is declared defunct, the 
registry court orders the distribution of the business 
association’s assets. 


4) Except in the cases regulated in Paragraphs 2 and 3, 
the business association must file with the registry 
court—for entry in the register and public announce- 
ment—a notice of the commencement of the distribu- 
tion of assets, and the name of the distributor of assets. 


Section 49) The registry court: (a) May appoint as 
distributor of assets only an individual who meets the 
qualificational requirements that the present law sets for 
executive officers; (b) May not appoint as distributor of 
assets the individual or the legal entity against which the 
majority of the business association’s members object. 


Section 50) With the designation (or appointment) of the 
distributor of assets, the authority of the business asso- 
Ciation’s executive officers, representatives and employ- 
ees to sign for the firm ceases, and the distributor of 
assets exercises their rights and assumes their duties. 


Section 51 1) The distributor of assets determines the 
business association’s financial situation, lists the busi- 
ness association’s creditors, prepares its interim balance 
sheet, and submits them for approval to the business 
association’s highest managing body. 


2) If the distributor of assets finds that the business 
association’s assets are not enough to satisfy even its 
known creditors, he must provide for the institution of 
liquidation proceedings. 


3) In liquidation proceeding because of the business 
association’s permanent insolvency, the claims of its 
creditors take priority over the claims by creditors of the 
business association’s members. 


Section 52 1) The distributor of assets: (a) Prepares the 
final balance sheet and submits it for approval to the 
business association’s highest managing body, and then 
(b) Files with the registry court a notice of the comple- 
tion of the proceedings, and requests the business asso- 
Ciation’s deregistration. 


2) If the business association has a board of supervision 
or an auditor, its/his report must be attached to the firal 
balance sheet. 


Section 53) The court decides disputes between the 
distributor of assets and the business association’s mem- 
bers. 


Section 54) Unless a shorter statute of limitations applies 
to specific claims, action against the business association 
or its members, based on the business asscciation’s 
obligations, must be brought within five years of the 
business association’s cessation or the termination of 
membership. 


Part II. Particular Forms of Business Association 
Chapter 3. General and Limited Partnerships 


Title 1. General Partnerships 


Section 55 1) In a partnership agreement to form a 
general pactnership (hereinafter: partnership), the part- 
ners undertake to conduct their joint business activity 
under unlimited, joint and several liability, and to place 
at the partnership's disposal the capital necessary for this 
purpose. 


(2) The designation “general partnership” or its abbre- 
viation “kkt” must be included in the firm's name. 
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Formation of the Partnership 


Section 56 The partnership agreement must also spec- 
ify—over and above the essential elements listed in 
Section 21, Paragraph 1—the form and value of the 
partners’ contributions, and the mode of their personal 
participation. 


Section 57 1) A state budgetary organization may 
become a partner only with the consent of its supervising 
agency. 


2) Without the consent of the other partners, a partner 
may not be a member of another business association 
engaged in similar business activity, except if the said 
partner is a corporation. 


3) The provisions of Paragraph 2 do not apply to the 
legal entity that forms a partnership with persons who 
are in its employ (or who are the legal entity’s members 
required to participate personally in its activity). 


Section 58 1) When a statute requires a license to engage 
in a business activity, the partnership may begin its 
business activity only in possession of such a license. 


2) The partnership may engage in a business activity 
requiring professional qualifications only if among its 
partners or employees there is a person who has the 
necessary professional qualifications that statutory reg- 
ulations mandate. When the partnership is engaged in 
such a business activity, statutory regulations may 
require all partners to have the necessary professional 
qualifications. 


Section 59) The obligation to file with the registry court 
a notice of the partnership’s formation rests jointly with 
all the authorized to act for the partnership. 
Once the notice has been filed, the partners may begin 
the partnership’s business activity and may hire employ- 
ees for the partnership. 


Relations Among Partners 


Section 60 1) The money, and the expendable or fungible 
goods that a partner contributes to the partnership 
become its property; other noncash contributions either 
become the partnership's property or will be held by the 
partnership subject to usufruct, depending on what the 
partnership agreement stipulates. In case of doubt, a 
partner’s contribution must be regarded as the partner- 
ship’s property. 


2) Any stipulation to pay a partner interest on, or a fee 
for, his or its contribution to the partnership's capital is 
invalid. 


3) A partner must pay 20 percent annual interest for 
default on the money he or it is required to contribute. 
The partnership agreement may also stipulate a penalty 
for default in placing a partner's noncash contribution at 


the partnership's disposal. Furthermore, the defaulting 
partner is liable to the partnership for the damage caused 
the partnership by the default. 


4) Any property that the partnership acquires during its 
existence belongs to the partnership. 


Section 61 1) No partner is obliged to increase his or its 
contribution above the amount specified in the partner- 
ship agreement, or to replenish his or its contributicn in 
case of a loss. 


2) During the partnership’s existence, the partner whose 
contributed property the partnership holds subject to 
usufruct may not withdraw, sell or encumber this prop- 
erty without the partners’ unanimous consent. 


3) A partner’s contribution or its monetary equivalent 
may be reclaimed only when the partnership is dissolved 
or when the partner ceases to be a member of the 
partnership. 


Section 62 1) The partners who are individuals are 
obliged to participate personally in the partnership’s 
activity. 


2) A stipulation in the partnership agreement exempting 
someone from personal participation is null and void. 


Section 63 1) Every partner has the right to manage the 
partnership, except a partner with a final criminal con- 
viction who received a nonsuspended prison sentence, 
until he has been freed of the legal disadvantages that a 
criminal record entails. 


2) During the period specified in his sentence, a person 
who has been barred from practicing his profession may 
not be entrusted with the management of a partnership 
that is active in the given profession. 


Section 64 1) In the partnership agreement the partners 
may designate one or more partners to manage the 
partnership, in which case the other partners do not have 
such authority. Any one of the partners with authority to 
manage the partnership may act singly. 


2) A partner with authority to manage the partnership 
may object to the proposed action of another such 
partner. In this case the action, unless urgent, may not be 
taken, pending the partners’ decision. 


3) If the partnership agreement stipulates joint action by 
all the partners or by the ones designated to manage the 
partnership, the actions are taken by majority vote. Any 
one of the partners may act singly, provided the action is 
urgent and necessary to avoid a loss for the partnership. 
In this case the partner must immediately inform of his 
or its action the other partners, or the partners with 


authority to manage the partnership. 


4) Matters that fall outside the partnership’s usual busi- 
ness activity must be decided with the participation of all 
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the partners, even when the partnership agreement des- 
ignates one or more partners to manage the partnership. 


Section 65 1) A partner designated to manage the part- 

nership may relinquish his or its authority according to 

= rules on serving regular notice of withdrawal (Section 
). 


2) For good reason, the other partners may revoke the 
delegated authority to manage the partnership. Good 
reason is particularly a serious breech of managerial 
duties or incapacity to manage. 


Section 66 1) Except as provided in Paragraphs 2 and 3, 
the partners decide by majority vote the business matters 
pertaining to the partnership. Each partner has one vote. 


2) A unanimous vote is necessary: (a) To amend the 
partnership agreement, except in cases that come under 
the provisions of Paragraph 3, Items a-c; (b) In matters 
that fall owtside the partnership's usual! business activity, 
and (c) In all other cases where the partners!:.p agree- 
ment so stipulates. 


3) With the understanding that the partner concerned 
does not have a vote in the case of Items a-c, at least a 
two-thirds majority vote is necessary: (a) To revoke the 
delegated authority to manage the partnership, and to 
delegate such authority to another partner, (b) ‘fo revoke 
authority to act for the partnership and to designate 
another partner to act for the partnership; (c) To expel a 
member, and (d) In all other cases where the partnership 
agreement so stipulates. 


4) Any departure of the partnership agreement from the 


provisions of Paragraph 2, Iteris a and b, and Paragraph 
3, Items a-c is invalid. 


Section 67 1) A partner has the right to oversee how the 
partnership is managed and represented, and in the 
course of this to personally inquire into how the partner- 
a inspect its books 


2) The partner with authority to manage the partnership 
or to act for it must regularly inform the other partners 
about the state of the partnership's affairs. 


3) Any departere of the partnership agreement from the 
provisions of Paragraphs | and 2 is invalid. 


Section 68) The partnership may employ an employee, 
cottage-industry worker, helping family member or 
industrial apprentice. On behalf of the partnership, the 
employer’s rights are exercised by the partner designated 
to do so from among the partners with authority to 
manage the partnership. 


Section 69) A partner is entitled to compensation for his 
personal participation. In the blance sheet, this compen- 
sation must be included among the partnership’s liabil- 
ities. 


Section 70 1) At the end of the year the partnership 
prepares a balance sheet or financial statement that 
clearly shows the partnership’s assets, the change in their 
value, and the profit and loss. 


2) All partners share in the profit and bear the loss 
jointly. An agreement excluding a partner from the profit 
or loss is null and void. 


3) The partners share the profit and the loss in propor- 
tion to their capital contributions. 


Partners’ Relations With Third Persons 


Section 71) Every partner has authority to act for the 
partnership, except the partner to whom either of the 
disqualifications in Section 63 applies. 


Section 72 1) In the partnership agreement the partners 
may also designate one or more partners to act for the 
partnership, and in this case the other partners do not 
have authority to do so. 


2) When several partners have authority to act for the 
partnership, any one of them may act singly. The part- 
nership agreement may also specify that they act jointly. 


3) Depending on whether they are authorized to act 
singly or jointly, the partners with authority to act for the 
partnership may sign for the firm singly or jointly. 


4) The authority of the partner to act for the firm is 
unlimited, and any limitation of his authority is not 
binding on third persons. 


Section 73 1) The partner designated to act for the 
partnership may relinquish this authority according to 
the rules on serving regular notice of withdrawal (Section 
80). 


2) For good reason, the other partners may revoke the 
authority of a partner designated to act for the partner- 
ship. Good reason is particularly the designated part- 
ner’s serious breech of fiduciary duty or his incapacity to 
act for the partnership. 


3) The termination of authority to act for the partnership 
becomes effective in relation to third persons from the 
day it is entered in the register of firms. 


Section 74 1) The rules on the liability of a business 
association’s executive officers (Section 32) apply, as 
appropriate, to the liability of the partner authorized to 
act for the partnership, respectively to manage it. 
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2) The partnership is liable to third persons for the 
damage that a partner causes within the scope of his or 
its authority to act for the partnership. 


Section 75 1) Primarily the partnership is liable with its 
own property for the partnership’s obligation. If the 
partnership’s property is not sufficient to satisfy a claim, 
the partners are unlimitedly, jointly and severally liable 
with their individual property. The exclusion or limita- 
tion of this liability is not binding on third persons. 


2) Judgment may be obtained against the partnership, 
and execution may be levied on its property, even 
without the partners’ inclusion in the suit. But suit must 
be brought against the partners to obtain a judgment 
against them and to levy execution on their property. 
The partners may also be sued together with the partner- 
ship as codefendants, but this does not affect the part- 
ners’ derivative liability. 


3) A new partner’s liability for obligations that arose 
before he or it joined the partnership is the same as that 
of the existing partners. Any agreement to the contrary is 
not binding on third persons. 


Section 76 1) To secure or satisfy his claim, a partner's 
creditor may not use propertry that the partner contrib- 
uted to the partnership, and which the partnership now 
owns or holds subject to usufruct. Only the share of the 
partnership assets to which the partner will be entitled 
upon the dissolution of the partnership, or upon the 
termination of his or its membership in it, can serve as 
collateral. If the creditor levies execution on this share, 
he may exercise the partner’s right of serving regular 
notice of withdrawal (Section 80) but may not demand 
that the partner’: contribution be returned in kind. 


2) A claim between the partnership and a third person 
cannot be set off against a claim between one of the 
partners and the same third person. 


Termination of Partner Status, Partnership’s 
Dissolation 


Section 77) The status of partner terminates: (a) By 
mutual agreement of the partners; (b) Upon the partner’s 
expulsion; (c) By serving immediate notice of with- 
drawal; (d) By serving regular notice of withdrawal; (e) 
Upon the partner’s death or dissolution; (f) If continua- 
tion of the partner’s status would conflict with statutory 


regulations. 


Section 78 1) The other partners may expel a partner, for 
good reason. Good reason exists particularly when the 
partner, despite written warning, fails to fulfill his or its 
statutory or contractual obligations; when the partner’s 
conduct seriously jeopardizes attainment of the partner- 
ship’s object; or when the partner becomes permanently 
insolvent. The reason for the expulsion must be stated 
when the partner is informed of the expulsion. 


2) The partner concerned does not have a vote on the 
reso:ution to expel. 


3) The partner may challenge the expulsion by bringing 
suit within 30 days of being informed of the resolution. 
The expiration of this time limit has a peremptory effect. 
Institution of the suit does not delay the expulsion. 


Section 79) Any partner may serve immediate notice of 
withdrawal if the partnership or some other partner 
commits a serious breech of the partnership agreement, 
or displays conduct that seriously jeopardizes further 
cooperation or attainment of the partnership’s object. 


Section 80 1) In a partnership of indefinite duration, any 
member has a right to three months’ notice of with- 
drawal (regular notice). The exclusion or limitation of 
this right is null and void. 


2) If the period of notice runs out at a time that would 
otherwise be inconvenient, the remaining partners may 
extend the period of notice by three more months at 
most. 


Section 81 1) When a partner’s status terminates by 
mutual agreement, expulsion, or notice, or due to the 
partner’s dissolution or to conflict with statutory regula- 
tions, accounts with the departing partner must be 
settled on the basis of the situation that exists when the 
termination of the partner’s status becomes effective. 
The partner’s claim must be paid in cash. In the course of 
this, the partner’s noncash contribution that is not 
returned in kind must be taken into account at its value 
stated in the partnership agreement or, in the absence of 
a stated value, at its commercial value at the time when 
the contribution was placed at the partnership’s disposal. 


2) If it is still available, the noncash contribution that the 
partnership has held subject to usufruct must be returned 
in kind to the partner departing pursuant to Paragraph 1. 
But the partnership and the member may also reach a 


different agreement. 


3) In the absence of any agreement to the contrary, the 
time limit within which the partnership must disburse 
the share of the assets to which the departing partner is 
entitled is three months from the termination of partner 
Status. 


Section 82) The deceased partner’s heir or the defunct 
partner’s legal successor may agree with the remaining 
partners to join the partnership. In the absence of such 
an agreement, the provisions of Section 81 apply. 


Section 83 1) For five years from the termination of his 
partner status, the departing partner remains just as 
liable to third persons as the other partners, for the debts 
incurred before the termination of his partner status. 


2) The rules of liability for a decedent's debts shall apply 
to the liability of a deceased partner’s heir who has not 
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joined the partnership, for the debts the partnership 
incurred before the partner’s demise. This provision 
must be applied, as appropriate, also to a defunct part- 
ner’s legal successor. 


Section 84) When a partnership is dissolved, the rules on 
the distribution of assets apply, supplemented by ihe 
provisions of Sections 85 and 86. 


Section 85) A person designated by the partners per- 
forms the tasks in conjunction with the distribution of 
assets. 


Section 86 1) Unless the partnership agreement stipu- 
lates otherwise, first the value of the partners’ capital 
contributions must be repaid from the net assets remain- 
ing after settling the partnership’s debts. In the course of 
this, the partners’ noncash contributions that are not 
handed back in kind must be taken into account at their 
value stated in the partnership agreement or, in the 
absence of a stated value, at their commercial value at 
the time when the contributions were placed ai the 
partnership’s disposal. 


2) If it is still available, the noncash contributions that 
the partnership has held subject to usufruct must be 
returned in kind to the partners. At the partner’s request, 
the still available noncash contribution that passed into 
the pea ownership may also be handed back in 
kind. 


3) The balance remaining after handing back the part- 
ners’ capital contributions must be divided among the 
partners, in proportion with their capital contributions. 


Partnerships of Individuals 


2) The designation “partnership of individuals” or its 
abbreviation “gmk” must be included in the firm’s 
name. 


3) The rules governing general partnerships, supple- 
mented by the provisions of Sections 88 and 89, shall 
apply to partnerships of individuals. 


Section 88) A partnership of individuals may not engage 
in any activity from which a law, law decree or decree of 
the Council of Ministers bars individuals. 


Section 89) The combined total of partners, employees 
and cottage-industry workers in a partnership of individ- 
uals may not exceed 500. The employees of the partners 
are also included in this limit. 


Incorporated-Employer-Sponsored Partnerships 


Section 90 1) With the departures specified in Sections 
91-93, the rules governing partnerships of individuals 
shall apply to a partnership comprising exclusively the 


workers or retirees of an incorporated employer that 
assumes liability for the partnership’s activity (herein- 
after: incorporated-erployer-sponsored partnership). 


2) The firm name of such a partnership must include also 
the name of the sponsoring incorporated employer, and 
the sponsor’s assumption of liability must be entered in 
the register of firms. 


Section 91 1) An incorporated-employer-sponsored part- 
nership may also be formed without capital contribu- 
tions from its partners. 


2) The sponsoring incorporated employer must assume 
liability before the partnership can be formed. Here the 
assumption of liability may be contingent on the condi- 
tions under which the sponsor will make its material 
resources available for the partnership’s use, but the 
sponsor may not validly bar the partnership from con- 
tracting with third parties in the course of its business 
activity. 


3) In an incorporated-employer-sponsored partnership, 
the partners’ liability to third persons for the partner- 
ship’s debt is limited to their capital contributions, and 
to their total income from the partnership during the 
calendar year in which the partnership incurred the debt. 
Above this limit, the sponsoring incorporated employer 
is liable for the partnership’s debt, and any restriction of 
the sponsor’s liability is null and void. 


Section 92) An incorporated-employer-sponsored part- 
nership may not employ a regular employee, cottage- 
industry worker, helping family member or industrial 
apprentice. 


Section 93 1) By serving 30 days’ notice, the sponsoring 
incorporated empioyer may withdraw its assumption of 
liability at any time and without stating the reason for its 
action. Notice of the sponsor’s withdrawal of liability 
must be filed with the registry court, for entry in the 
register and public announcement. 


2) The entering of the sponsor’s withdrawal of liability in 
the register of firms terminates the incorporated-employ- 
er-sponsored partnership. However, the partners may 
decide to continue the partnership under the rules gov- 
erning partnerships of individuals (Sections 87-89). 
Notice of their decision must be filed with the registry 
court, for entering in the register and public announce- 
ment, within 30 days. Expiration of this time limit has a 
peremptory effect. 


Title 2. Limited Partnerships 


Section 94 1) In a limited-partnership (hereinafter: part- 
nership) agreement the partners undertake to operate a 
joint business so that the liability of at least one partner 
(the general partner) for the partnership’s debts is unlim- 
ited, the unlimited liability of two or more general 
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partners is joint and several, and the liability of at least 
one partner (limited partner) is limited to the amount of 
his investment. 


2) Unless the present law provides otherwise, the rules 
governing general partnerships apply also to limited 
partnerships. 


3) The designation “limited partnership” or its abbrevi- 
ation “bt” must appear in the firm’s name. 


Formation of a Limited Partnership 


Section 95 1) When all general partners without excep- 
tion are individuals, the rules governing partnerships of 
individuals shall apply to them. 


2) A state budgetary organization may become a general 
partner only with the consent of its supervising agency. 


3) In the case of a limited partnership, a partner's capital 
contribution should be understood to mean his invest- 
ment. 


Section 96) The registry court’s public announcement of 
a limited partnership’s registration must include, in 
addition to the prescribed data, only the number of 
limited partners and the combined total of their invest- 
ment. Without a limited partner’s consen:, his name may 
not appear in the partnership’s firm narae. 


Relations Among Partners 


Section 97 1) Only a general partner is obliged to 
participate personally in the partnership’s business, but 
the partnership agreement may authorize also a limited 
partner’s personal participation. The limited partner, 
too, is entitled to compensation for his personal partic- 
ipation. 


2) A limited partner does not have authority to manage 
the partnership. 


3) The general and limited partners decide jointly: (a) An 
objection against the proposed action of a partner autho- 
rized to manage the partnership; (b) Matters that are 
outside the scope of the partnership’s customary busi- 
ness activity. 


4) Any stipulation in the partnership agreement that 
departs from the provisions of Paragraphs 2 and 3 is null 
and void. 


Partners’ Relations With Third Persons 


Section 98) A limited partner has no authority to act for 
the partnership. Any stipulation to the contrary in the 
partnership agreement is null and void. 


Section 99) Except in the case of Section 100, Paragraph 
1, the partnership’s creditor may bring action against a 





limited partner only if the latter has not paid in all or a 
part of his investment entered in the register. In this case 
the limited partner will be liable only to the amount of 
his investment entered in the register. 


Section 100 1) If a limited partner’s name appears in the 
partnership's firm name, his liability will be the same as 
that of a general partner. 


2) If a limited partner agrees with the other partners to 
reduce the amount of his investment, he will remain 
liable to third persons to the extent of his original 
investment until the reduced amount is entered in the 


register. 


Section 101) The liability of a limited partner joining the 
partnership, for the obligations that the partnership 
assumed prior to his joining, will be the same as that of 
the other limited partners. 


Termination of Partnership 


Section 102 1) The partnership terminates if all the 
limited partners withdraw. 2) If the withdrawal of the 
general partners leaves only limited partners, they may 
continue the partnership's business as a general partner- 
ship. Notice of continuation must be filed with the 
registry court, for entry in the register and public 
announcement, within 30 days of the last general part- 
ner’s withdrawal. The expiration of this time limit is 
peremptory. 


Chapter 4. Combinations 


Section 103 1) A combination is a business associaticn 
formed by legal entities to make their own business 
activities more efficient, to coordinate them, or to sefe- 
guard their professional interests. The combination does 
not strive to earn a profit for itself. If the combination’s 
Own assets are not enough to cover its debt, the mem- 
bers’ liability for its debts is unlimited, joint and several. 


2) The combination may also offer services that aid 
coordination, and may undertake other joint operations 
that support the fulfillment of the common tasks. 


3) The combination must be identified as such in its firm 
name. 


Combination’s Formation 


Section 104 1) In addition to the essential elements listed 
under Section 21, Paragraph 1, the articles of association 
must specify: (a) The tasks within the combination’s 
scope in conjunction with promoting and coordinating 
the members’ business activity, and representing their 
professional interests; (b) The sharing of the combina- 
tion’s operating costs among the members, and the 
methods of cost accounting; (c) The conditions for 
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disbursing a member's capital contribution and share of 
assets when the member withdsaws; (d) The manner in 
which the remaining assets are to be distributed upon the 
combination's dissolution. 


2) As required, the articles of association shall also 
regulate: (a) The combination’s services and operations; 
(b) The amount of capital that the combination needs for 
its services and operations; (c) The votes to which the 
individual members are entitled regarding the combina- 
tion's services and operations, the manner in which they 
exercise their right to vote, and the procedure to be 
followed in the case of a tie vote; (d) The rules for sharing 
the profit on the combination’s services and operations; 
(e) The additional performances of monetary value 
(accessory performances) that the individual members 
are obliged to provide, the conditions for providing 
them, and the penalties for nonperformance or unsuit- 
able performance; (f) The establishment of a board of 
supervision. 


Section 105) The general manager must file a notice of 
the combination's formation with the registry court, for 
entry in the register and public announcement. 


Members’ Rights and Obligations 


Section 106 1) The members bear the combination's 
Operating costs, and they also provide the capital neces- 
sary for the combination’s services and operations. 


2) The combination’s members may undertake to pro- 
vide also other contributions of monetary value (acces- 
sory performance). The member is entitled to extra 
compensation for the accessory performance, and in the 
combination's balance sheet this compensation must be 
included among the combination’s liabilities. 


Section 107 1) The members are entitled to avail them- 
selves of the combination’s services free of charge, and 
they share in the profits on services and operations for 
nonmembers. 


2) The profit on services and operations is distributed 
among the members in proportion to their capital con- 
tributions. Otherwise the profit is divided among the 
members equally. 


Combination’ Structure 
. s Organizational Management 


Section 108 1) The combination’s managing body is its 
management committee. Each member has one delegate 
on the management committee. 


2) The management committee has authority: (a) To 
determine the combination’s internal organization and 

t structure, and to develop its system of 
control; (b) To set the strategy for coordination, repre- 
sentation of interests, services and operations; (c) To 


approve the combination’s balance sheet; (d) To disirib- 
ute the profit on services and operations; (¢) To pass 
resolution setting tasks that the members must imple- 
ment within their own businesses; (f) To ratify contracts 
concluded on behalf of the combination prior to its 
regisiration; (g) To decide to dissolve, change the form 
of, merge, consolidate or split up the combination; (h) To 
admit a new member, (i) To elect and recall the general 
manager, and to exercise the employer's rights in relation 
to him; (j) If the combination has a board of supervision, 
to elect and recall its members, and to set their compen- 
sation; (k) If the combination has an auditor, to appoint 
him, to revoke his authority, and to set his compensa- 
tion; (1) To amend the articles of association; (m) To 
expel a member, (n) To act on all matters that the articles 
of association assign to the management commitee’s 
scope of authority. 


Section 109 1) The management committee mets as 
required, but at least once a year. 


2) The general manager calls the meetings of the man- 
agement committee. Stating the reason and the purpose, 
the delegates holding at least one-tenth of the total 
number of votes may request at any time that a meeting 
of the management committee be called; and if the 
general manager fails to comply within 30 days, then the 
delegates themselves may call a meeting of the manage- 
ment committee. 


Section 110 1) The management committee may take 
action only on matters that are on the agenda in the 
invitation to the meeting. An exception to this rule is 
when all the delegates are present, and they unanimously 
agree to consider an item that was not originally on the 
agenda in the invitation. 


2) The management committee has a quorum when 
delegates holding at least three-fourths of the total num- 
ber of votes are present. Any departure in the articles of 
association from this provision is invalid... 


Section 111 1) On matters of coordination and represen- 
tation of interests, each member has one voie. On 
matters pertaining to services and operations, and also in 
the cases specified in Section !12, second sentence of 
Paragraph |, the number of votes may be assigned in 
proportion to the capitai contributions; or equally in the 
absence of capital contributions. 


2) The member concerned has no vote on a resolution 
that calls for signing a contract with him or for bringing 
action against him. 


Section 112 1) The management committee adopts its 
resolution by at least a simple majority vote of the 
delegates present. At least a three-fourths majority is 
required for the adoption of a resolution: to dissolve, 
change the form of, merge, consolidate or split up the 
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combination; to admit a new member, to expel a mem- 
ber; or to amend the articles of association for some 
other reason. 


2) Any departure in the articles of association from the 
provisions of Paragraph | is invalid. 


Section 113 1) The management committee requires at 
least a three-fourths majority to adopt a resolution that 
sets obligations which the members must implement 
within their own businesses. Any departure in the arti- 
cles of association from this provision is invalid. 


2) A member is entitled to compensation from the 
combination, for any damage resulting from fulfilling an 
obligation imposed by the management committec. 


Section 114 1) The management committee may take 
action also without holding a meeting. 


2) The draft of the action to be taken must be sent in 
writing to the delegates on the management committee, 
and a | 5-day time limit is set within which they cast their 
votes in writing. The general manager informs the dele- 
gates of the outcome of the vote, within 8 days of 
receiving the last vote. 


3) If any delegate on the management committee so 
requests, a meeting of the management committee must 
be called to debate the draft of the proposed action. 


Section 115) The delegates on the management commit- 
tee or their authorized agents may inspect the combina- 
tion’s books and files, and may request information from 
the general manager about the combination's affairs. 


Section 116 1) In addition to the combination’s mem- 
bers, also the general manager and any member of the 
board of supervision may petition for judicial review of 
an injurious resolution adopted by the management 
committee. 


2) When the general manager files the petition, the board 
of supervision designates one of its members to represent 
the combination in the litigation. If the combination 
does not have a board of supervision, or if the general 
manager and all the members of the board of supervision 
file the petition jointly, a court-appointed guardian for 
litigation represent the combination. 


3) Otherwise the provisions of Chapter 2, Title 4, shall 
apply, as appropriate, to the judicial review of an inju- 
rious resolution. 


General Manager 


Section 117 1) The general manager, elected to a definite 
term of office, has individual responsibility: to direct 
and manage the combination, within the limits of the 
authority granted him in the articles of association and 
in the resolutions of the management committe; to act 





for the combination in relations with third persons, and 
to represent the combination before the courts or other 
authorities. For specified agendas, the general manager 
may delegate to the combination’s employees his author- 
ity to act for and represent the combination. 


2) The general manager exercises the combination’s 
rights as employer. The management committe may 
reserve for itself the right to consent to exercising the 
employer's rights in relation to certain senior employees 
of the combination. 


3) Notice of the general manager's name and address, 
and any change in his person, must be filed with the 
registry court, for entering in the register. 


Beard of Sepervision 


Section 118 1) If the number of members in the combi- 
nation, and the importance or nature of its activity so 
warrant, the articles of association may create a board of 
supervision comprising at least three members. The 
management committee elects the members of the board 
of supervision. 


2) The board of supervision calls a meeting of the 
management committee when the general manager fails 
to do so; furthermore, when the interests of the combi- 
nation so require. 


Admission of New Members 


Section 119 1) In accordance with the conditions stipu- 
lated in the articles of association, other legal entities 
may also join (accede to) the combination. 


2) The management committee acts on the admission of 
a new member. At the same time it determines when the 
new member's participation is to take effect, when its 
incumbent obligations become due, and how many votes 
it will have in matters pertaining to services and opera- 
tions. 


3) The new member is liable for debts incurred by the 
combination prior to the member's joining. 


Withdrawal 


Section 120 1) A member may withdraw from the 
combination at the end of the [calendar] year. The 
member must give the management committee at least 6 
months’ notice of its intention to withdraw. 


2) For five years from the date of withdrawal, the 
withdrawing member remains liable for the debts the 
combination incurred up to the member's withdrawal. 


Section 121 1) Within the limits stipulated in the articles 
of association, the management committee determines 
when and in what installments the combination will 
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disburse the withdrawing member's capital contribution 
and share of assets earned up to the time of the member's 
withdrawal. 


2) On the basis of the combination’s balance sheet, the 
installments must be scheduled so as not to jeopardize 
the combination’s further activity, but they should not 
be spread out over a period longer than one year. 


3) If accounts with the withdrawing member are not 
settled at the time of withdrawal, the withdrawing mem- 
ber is entitled to a share of the profit, in proportion to the 
balance of capital and assets still due. 


Expelsion 


Section 122) The Executive Council can exclude a mem- 
ber who transgresses the law or the responsibilities as 
determined in the partnership contract—even after writ- 
ten notification has been provided—or if the further 
participation of that individual in the association causes 
serious harm to its interests. The expulsion must be 
accompanied by an explanation. 


Section 123 1) The rules governing withdrawal apply to 
the expelled member’s claims for disbursement of its 
capital contribution and share of earned assets, and to 
the manner of satisfying them. 


2) For five years from the date of the expulsion, the 
expelled member remains liable for the debts the com- 
bination incurred before the expulsion. 


Combination's Dissolation 


Section 124) When the combination is dissolved without 
a legal successor, the rules governing the distribution of 
ee 
1 126. 


Section 125) At the time of approving the final balance 
sheet, the management committee also acts to relieve the 
distributor of assets (the general manager) and the board 


of supervision. 


Section 126) The assets remaining after settling the 
combination’s debts are divided equally among the 
members; and if they had contributed capital to the 
combination, then in proportion to their capital contri- 


Chapter 5. Joint Ventures 
Section 127 1) A joint venture is a business association 
formed by legal entities. It is liable for its obligations 
with the capital contributed by its partners, and with its 
assets. If the joint venture’s capital and assets are not 
enough to cover its debts, then the partners as guarantors 
are jointly liable in proportion to their capita! contribu- 
partners’ liability more leniently. 


2) The designation “joint venture” or its abbreviation 
“kv” must be included in the joint venture’s firm name. 


Formation of a Joint Venture 


Section 128 1) In addition to the essential elements listed 
under Section 21, Paragraph |, the articles of association 
must specify: (a) The joint venture’s managing bodies; 
(b) The number of votes assigned, how the voting is 
conducted, and the procedures in case of a tie vote; (c) 
The rules on sharing the profit and bearing the loss; (d) 
The conditions for disbursing a wit. “wing partner's 
capital contribution and share of the joint venture’s 
assets; and (ec) The method of distributing the joint 
venture’s remaining assets upon its dissolution. 


2) As required, the articles of association shall also 
regulate: (a) The individual partners’ noncash contribu- 
tions and their value; (b) The partners’ additional per- 
formances of monetary value (accessory performances), 
the conditions of providing them, and the penalties for 
nonperformance and unsuitable performance; and (c) 
The limit of the valuable consideration above which 
authority to contract is reserved for the management 
committee. 


Section 129) In addition to their capital contributions, 
the joint venture’s partners may also undertake to pro- 
vide additional performances of monetary value (acces- 
sory performances). A partner is entitled to extra com- 
pensation for an accessory performance, and such 
compensation must be included among the joint ven- 
ture’s liabilities. 


Section 130) The joint venture’s general manager is 
obliged to file with the registry court, for entering in the 
register and public announcement, a notice of the joint 
venture’s formation. 


Rights and Obligations of Partners 


Section 13!) A joint venture’s partners are obliged to pay 
in their capital contributions, place their noncash con- 
tributions at the joint venture’s disposal, and provide the 
pledged accessory performances. 


Section 132 1) All the partners share in the joint ven- 
ture’s profit, and they jointly bear its loss. A member 
cannot be excluded from sharing in the profit or bearing 
the loss. Any departure in the articles of association from 
this provision is invalid. 

2) The joint venture’s profit and loss are divided among 
the partners in proportion to their capital contributions. 
Organizational Structure of the Joint Venture 
Management Committee 


Section 133 1) The joint venture’s managing body is its 
management committee. Each partner has one delegate 
on the management committee. 
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2) The management committee has authority: (a) To 
determine the joint venture’s internal organization and 
management structure, and to develop its system of 
control; (b) To approve the joint venture’s plans and 
business strategy; (c) To approve the joint venture’s 
balance sheet and to distribute its profit; (d) To decide to 
dissolve, change the form of, merge, consolidate or split 
up the joint venture; (e) To admit a new member; (f) To 
elect and recall the general manager, and to exercise the 
employer's rights in relation to him; (g) If the joint 
venture has an executive committee, to elect and recall 
the executive directors who make up this committee, and 
to approve its rules of procedure; (h) If the joint venture 
has a board of supervision, to elect and recall its mem- 
bers, except in the case of Section 143, Paragraph 3; 
furthermore, to approve the board's rules of procedure 
and to set the board members’ compensation; (i) If the 
joint venture has an auditor, to designate him, to revoke 
his authority, and to set his compensation; (j) To act on 
concluding or amending a contract whose valuable con- 
sideration exceeds the limit specified in the articles of 
association, or on a contract that the joint venture 
concludes with one of its partners; this last provision 
does not apply when the conclusion of such a contract 
falls within the joint venture’s customary business activ- 
ity; (k) To ratify contracts concluded on the joint ven- 
ture’s behaif prior to its registration; (1) To amend the 
articles of association; (m) To expel a partner; and (n) To 
act on all matters that the articles of association assign to 
the management committee's scope of authority. 


Section 134 1) The management committee meets as 
required, but at least once a year. 


2) The general manager calls the meetings of the man- 
agement committee and discloses its agenda. Stating the 
reason and the purpose, the delegates holding at least 
one-tenth of the total number of votes may request at 
any time that a meeting of the management committee 
be called; and if the general manager fails to comply 
within 30 ‘ay, then also the delegates themselves may 
cali a mee‘ ing of the management committee. 


Section 135 1) The management committee may take 
action only on matters that are on the agenda in the 
invitation to the meeting. An exception to this rule is 
when all the delegates are present, and they unanimously 
agree to consider an item that was not originally on the 
agenda in the invitation. 


2) The management committee has a quorum when 
delegates holding at least three-fourths of the total num- 
ber of votes are present. Any departure in the articles of 
association from this provision is invalid. 

3) Partners are assigned votes in proportion to their 
capital contributions. 


4) The partner in question has no vote on a resolution 
that calls for signing a contract with him or for bringing 
action against him. 


Section 136 1) The management committee adopts its 
resolution by at least a simple majority of the delegates 
present. At least a three-fourths majority is required for 
the adoption of a resolution: to dissolve, change the form 
of, merge, consolidate or split up the joint venture; to 
admit a new partner; to expel a partner; or to amend the 
articles of association for some other reason. 


2) Any departure in the articles of association from the 
provisions of Paragraph | is invalid. 


Section 137 1) The management committee may take 
action also without holding a meeting. 


2) The draft of the action to be taken must be sent in 
writing to the delegates on the management committee, 
and a | 5-day time limit is set within which they cast their 
votes in writing. The general manager informs the dele- 
gates of the outcome of the vote, within 8 days of 
receiving the last vote. 


3) If any delegate on the management committee so 
requests, a meeting of the management committee must 
be called to debate the draft of the proposed action. 


Section 138) The delegates on the management commit- 
tee or their authorized agents may inspect the joint 
venture’s books and files, and may request information 
from the general manager about the joint venture’s 
affairs. 


Section 139 1) In addition to the joint venture’s partners, 
also the general manager and any member of the board 
of supervision may petition for judicial review of an 
injurious resolution adopted by the management com- 
mittee. 


2) When the general manager files the petition, the board 
of supervision designates one of its members to represent 
the joint venture in the litigation. If the joint venture 
does not have a board of supervision, or if the general 
manager and all the members of the board of supervision 
file the petition jointly, a court-appointed guardian for 
litigation represent the joint venture. 


3) Otherwise the provisions of Chapter 2, Title 4, shall 
apply, as appropriate, to the judicial review of an inju- 
rious resolution. 


Executive Committee 


Section 140 1) If the number of partners so warrants, the 
articles of association may provide for the creation of an 
executive committee. The management committee elects 
from among its own members the executive directors to 
this committee, for a definite term of office, and may 
recall them at any time. 


2) The articles of association must specify the authority 
of the executive committee. However, the authority 
defined in Section 133, Paragraph 2, Items d, g, h, i, | and 
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m, cannot be delegated to the executive committee. Any 
departure in the articles of association from this provi- 
sion is invalid. 


Section 141 1) Within the authority granted it by the 
articles of association and the management committee’s 
resolutions, the executive committee acts independently. 
It determines its own rules of procedure, subject to 
approval by the management committee. 


2) The executive committee must submit an annual 
report on its activity to the management committee, and 
at any time the latter may order its executive committee 
to render an account of its work. 


3) The general manager and a member of the board of 
supervision may request the management committee to 
review an injurious action by the executive committee. 


General Manager 


Section 142 1) The general manager, elected to a definite 
term of office, has individual responsibility: to direct 
and manage the joint venture within the limits of the 
authority granted him in the articles of association and 
the resolutions of the management committe; to act for 
the joint venture in relations with third persons; and to 
represent the joint venture before the courts or other 
authorities. For specified agendas, the general manager 
may delegate to the joint venture’s employees his author- 
ity to act for and represent the joint venture. 


2) The general manager exercises the joint venture’s 
rights as employer. The management committe may 
reserve for itself the right to consent to exercising the 
employer’s rights in relation to certain senior employees 
of the joint venture. 


3) Notice of the general manager’s name and address, 
and any change in his person, must be filed with the 
registry court, for entering in tue register. 


Board of Supervision 


Section 143 1) If the number of members in the joint 
venture, and the importance or nature of its activity so 
warrant, the articles of association may create a board of 
supervision comprising at least three members. 


2) When a board of supervision is created pursuant to 


Paragraph 1, the management committee elects the 
board’s members; it may not elect to the board of 


supervision an employee of the joint venture. 


3) A board of supervision is mandatory if on average for 
the year the joint venture employs over 200 workers in 
jobs that are their principal occupation. 


Section 144 1) The board of supervision calls a meeting 
respectively of the management committee and of the 





executive committee when the general manager fails to 
do so; furthermore, when the interests of the joint 
venture so require. 


2) When the opinion of the workers’ representatives on 
the board of supervision differs from the opinion of the 
other board members, this minority opinion must also 
be presented at the meeting of the management commit- 
tee (or of its executive committee). 


Admissioa of New Partners 


Section 145 1) In accordance with the conditions stipu- 
lated in the articles of association, other legal entities 
may also join (accede to) the joint venture. 


2) The management committee (or its executive commit- 
tee) acts on the admission of a new partner. At the same 
time it determines when the new partner’s participation 
is to take effect, when its incumbent obligations become 
due, and how many votes it will have. 


Section 146 1) The new partner is liable for debts the 
joint venture incurred before the commencement of the 
partner’s participation. At the time of joining, the new 
partner may limit its liability, in a statement addressed 
to the management committee (or its executive commit- 
tee). In this case the new partner’s liability for the joint 
venture’s prior debts will be limited to the partner’s 
capital contribution. 


2) The limitation of liability pursuant to Paragraph | 
must be entered in the register of firms. The limitation of 
liability will be binding on third persons from the day it 
has been entered. 


Withdrawal 


Section 147 1) A partner may withdraw from the joint 
venture at the end of the [calendar] year. The partner 
must give the management committee (or its executive 
committee) at least 6 months’ notice of its intention to 
withdraw. 


2) For five years from the date of withdrawal, the 
withdrawing partner remains liable for the debts the 
joint venture incurred up to the time of the partner’s 
withdrawal. 


Section 148 1) Within the limits stipulated in the articles 
of association, the management committee (or its exec- 
utive committee) determines when and in what install- 
ments the joint venture will disburse the withdrawing 
partner's capital contribution and share of assets earned 
up to the time of the partner’s withdrawal. 


2) On the basis of the joint venture’s balance sheet, the 
installments must be scheduled so as not to jeopardize 
the joint venture’s further operation, but they should not 
be spread out over a period longer than three years. 
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3) If accounts with the withdrawing partner are not 
settled at the time of withdrawal, the withdrawing part- 
ner is entitled to a share of the profit, in proportion to 
the balance of the capital and share of assets still due. 


Section 149) A partner may withdraw from 4 joint 
enterprise also by transferring its interest to another 
partner. In this case the withdrawing partner is not liable 
for debts incurred before the said partner’s withdrawal. 


Expulsion 


Section 150 1) The management committee may expel a 
partner when the said partner, despite written warning, 
fails to fulfill its statutory or contractual obligations, or 
when the partner’s continuing participation would oth- 
erwise seriously harm the joint venture’s interests. The 
reason for the expulsion must be stated when the partner 
is informed of the expulsion. 


2) The partner in question does not have a vote on the 
resolution to expel. 


3) The partner may challenge the resolution to expel, by 
bringing suit within 30 days of being informed of the 
resolution. The expiration of this time limit has a 
peremptory effect. Institution of the suit does not delay 
the expulsion. 


Section 151 1) The rules governing withdrawal apply to 
the expelled partner’s claims for disbursement of its 
capital contribution and share of assets, and to the 
manner of satisfying these claims. 


2) For five years from the date of the expulsion, the 
expelled partner remains liable for the debts the joint 
venture incurred before the expulsion. 


Dissolution of Joint Ventures 


Section 152) When the joint venture is dissolved without 
a legal successor, the rules governing the distribution of 
apnly. supplemented by the provisions of Sections 
153 and 154. 


Section 153) At the time of approving the final balance 
sheet, the management committee also acts to relieve the 
distributor of assets (the general manager) and the board 
of supervision. 

Section 154) The assets remaining after settling the joint 


venture’s debts must be divided among the partners in 
proportion to their capital contributions. 


Chapter 6. Limited-Liability Company 


Section 155 1) A limited-liability company (hereinafter: 
company) is a business association formed with a capital 
consisting of the members’ capital contributions of pre- 
determined amounts. A member's liability to the com- 
pany is limited to paying in the cash contribution, and 


perhaps to providing any noncash contribuiion of mon- 
etary value that the articles of association may specify. A 
member is not liable for the company’s debts. 


2) The designation “limited-liabilicy company” or the 
abbreviation “kft” must appear in the company’s firm 
name. 


Company's Formation 


Section 156 1) Even one member may form a company 
(1-member company). 


2) It is prohibited to solicit members by public prospec- 
tus. 


Section 157 1) In addition to the essential eiements listed 
under Section 21. Paragraph |, the articles of association 
must specify: (a) The amount of the capital, and the 
amounts of the members’ capital contributions; (b) The 
mode zad schedule of paying in the part-paid cash 
contributions; (c) The number of votes assigned to 
individual members, and the procedure to be followed in 
the case of a tie vote; (d) The name of the first manager, 
or the names of the first management when there are two 
or more managers; furthermore, the designation of the 
person or persons who will have authority to act for the 
company, and the mode of signing for the firm; (e) The 
names of the members of the first board of supervision, 
if one is mandatory; and (f) The name of the first 
auditor, if one is mandatory. 


2) As required, the articles of association also regulate: 
(a) The noncash contributions and their value; (b) The 
members’ additional performances of monetary value 
(accessory performances), the conditions of providing 
them, and the penalties for nonperformance or unsuit- 
able performance; (c) Authorization of the meeting of 
members to levy additional payments on the members; 
(d) In case of succession, the exclusion of the devolution 
or splitting of a member's share in the company; (e) 
Authorization to redeem shares in the company; (f) 
Authorization of every member to participate in manag- 
ing the company and to act for it; (g) Limitations on the 
managers’ authority to act for the company; (h) The 
creation of a board of supervision when one is not 
mandatory; (1) The designation of an auditor when one 
is not mandatory. 


3) A memorandum of incorporation is necessary to form 
a l-member company. The provisions regarding the 
contents of the articles of association shall apply, as 
appropriate, to the memorandum of incorporation. 
Where the present law mentions articles of association, 
the term shall be interpreted to mean memorandum of 
incorporation. 


Section 158 1) The company’s capital consists of the 
individual members’ capital contributions. 


2) The capital may not be less than one million forints. 
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Section 159 1) The members’ capital contributions may 
differ in their amounts, but no capital contribution may 
be less than 100,000 forints. The amounts of the capital 
contributions must be stated in forints and must be 
divisible by 10,000. 


2) The members have one capital contribution each, but 
a capital contribution may be coowned. 


Section 160) At the time of the company's formation, the 
total of the paid-in cash contributions must be at least 30 
percent of the company's capital, but not less than 
$00,000 forints. 


Section 161 1) Notice of the company’s formation must 
be filed with the registry court, for entering in the register 
and public announcement. All the managers must file the 
notice jointly. The notice of a l-member company’s 
formation must state that the company has only one 
incorporator. 


2) The company may be registered only when at least half 
of every cash contribution, or the entire cash contribu- 
tion in the case of a |-member company, has been paid 
in, and the noncash contributions have been placed in 
full at the company’s disposal. 


3) When the cash contributions are part-paid at the time 
of the company’s formation, the articles of association 
must specify how and when the balance due on each cash 
contribution will be paid in. Ali the cash contributions 
must be paid-up within one year from the date of the 
company’s registration, and any departure in the articles 
of association from this provision is invalid. 


Section 162 1) When the company has an auditor, it is 
prohibited to set the vilue of a noncash contribution 
higher than the auditor's valuation. 


2) Those members of the company who knowlingly had 
the company accept a mem %er’s noncash contribution at 
a valuation higher than its true worth, or who acted 
fraudulently in some other way in the course of forming 
the company, will be unlimitedly. jointly and severally 
liable for any consequential damage. A release from this 
liability is not binding on the company's creditors. 


Relations Between Company and Members 


Section 163 1) The company’s members are obliged to 
pay in their cash contributions, and to place their non- 
cash contributions at the company's disposal. 


2) Members may not be released from their obligation to 
pay in their cask contributions, and the mutual offsetting 
of obligations to and claims against the company is not 
allowed. Any departure from this provision in the arti- 
cles of association is invalid. 


Section 164 1) Members must pay the company 20 
percent annual interest for default on their schedule of 
payments specified in the articles of association. 


2) In case of default, a member must be sent a notice to 
pay, and be given an extension of at least 30 days within 
which to pay. The notice must include a warning that 
failure to pay within the extended time limit will result in 
the member's expulsion from the company. 


3) The company expels the member for ‘missing the 
extended time limit, and must inform the member of the 
expulsion. 


4) The member whose membership in the company is 
terminated pursuant to Paragraph 3 is liable to the 
company for the damage caused by the default. 


Section 165 1) The company sells the expelled member's 
share in the company (Section 169) at public auction. 
The company may sell the expelled member's share in 
some other way only with the said member's consent. 


2) The proceeds from the sale must be used to satisfy first 
the payments due on the unpaid balance of the expelled 
member's cash contribution, and the expelled member is 
entitled to the rest of the proceeds. 


Section 166 1) The company may redeem the share if its 
sale pursuant to Section 165 is not possible, or may 
require the other members to pay in the expelled mem- 
ber’s entire capital contribution, in proportion to their 
own capital contributions. The amounts paid in by the 
other members proportionally increase their capital con- 
tributions. 


2) When the share is redeemed, or when the other 
members pay in the expelled inember’s capital contribu- 
tion, the said member is entitled only to the paid-in 
portion of his or its capital contribution. 


Section 167 1) In addition to their capital contributions, 
the company’s members may also undertake to provide 
other performances of monetary value (accessory perfor- 
mances). The personal participation of a member who is 
not an elected officer of the company qualifies as an 
accessory performance. 


2) A member is entitled to extra compensation for an 
accessory performance, and such compensation must be 
included among the company's liabilities. 


Section 168 |) The articles of association may authorize 
the meeting of members to levy additional payments on 
the members to offset the company’s loss. The articles of 
association must specify the maximum amount of the 
additional payment a member is obliged to make. The 
additional payment does not increase the member's 
capital contribution. 














JPRS-EER-89-019 
2 March 1989 


2) The additional payments must be levied and made in 
proportion to the members’ capital contributions. An 
additional payment may be levied even before the entire 
amounts of the capital contributions have been paid in 
to the company. 


3) In the case of default on the additional payment, the 
provisions of Sections 164 and 165 shall apply as appro- 
priate, except that the amount of the defaulted addi- 
tional payment, to which the company is entitled, must 
be deducted frorn the proceeds. 


Section 169 1) After the company’s registration, the 
members’ shares embody their rights and interest in che 
company. The proportions of the shares conform to the 
members’ capita! contributions. 


2) Each member has only one share. If a member 
acquires other shares, the proportion of that member's 
share increases. 


3) A share may have coowners who, from the company’s 
point of view, count as one member. They may exercise 
their rights only through a common delegate, and they 
are jointly and severally liable to the company for their 
obligations as a member. 


Section 170) A share may be transferred freely to a 
member of the company. The company's consent is 
necessary only when the share also carries the obligation 
to provide an accessory performance. 


Section 171 i) A share may be transferred to a non- 
member only if the member's capital contribution has 
scones Sieiuetidl ae Ge antaies the company, and a 

by the mecting of members, respec- 
Siody and in the lated enter, have a preemptive right to 
buy the share a inember wishes to transfer. 


2) From its surplus, the company may acquire the share 
for itself. 


3) If the member, the company, and the person desig- 
nated by the meeting of members respectively do not 
exercise their preemptive right within 15 days of the 
notice of intent to transfer the share, they are considered 
to have given their consent to the transfer. This provi- 
sion applies also in the case of Section 170, second 
sentence. 


Section 172) Provisions in the articles of association 
a ee eee 
in 


Section 173) If execution is levied on a member's share, 
then the other members, the company and the person 
designated by the meeting of members, respectively and 
+ imma ta ascaadaaaaaiy is edna 





Section 174 1) When a share is transferred, the rights and 
obligations of the transferor devolve on the transferee. 


2) The transfer of a share does not necessitate amending 
the articles of association. 


3) The buyer is obliged to file with the company, for 
entering in its record of company members (Section 
201), a notice of the change in the share’s ownership. The 
notice must be drawn up as an official document or duly 
and witnessed, and must contain a statement to 
the effect that the buyer accepts as binding the provi- 
sions of the articles of association. 


Section 175) A deceased or defunct member’s share 
devolves on the member's heir or legal successor. If the 
articles of association exclude devolution of the share, 
they must provide for the share’s redemption by the 
other members, otherwise the share must be redeemed 
under the rules governing the reduction of the company’s 
capital. 


Section 176 1) A share may be split only in the case of 
transfer, or devolution from a defunct or deceased mem- 
ber. The company’s consent is necessary to split the 
share. 


2) The provisions regarding the minimum amount of the 
capital contribution are appliacable also in the case of 
splitting a share. 


3) The articles of association may exclude the splitting of 
shares. 


Section 177 1) During the company’s lifetime, the mem- 
bers cannot demand that the company return their 
capital contributions, and they may claim only the profit 
that the company's balance sneet shows as being avail- 
able for distribution. Any departure in the articles of 
association from this provision is invalid. 


2) The profit must be distributed among the members in 
proportion to their capital contributions. 


Section 178 1) Disbursements to members from that 
portion of the company’s assets which equais the com- 
pany’s contributed capital is prohibited, except in the 
case of compensation for an accessory performance or of 
a reduction of the company’s capital. Any departure in 
the articles of association from this provision is invalid. 


2) The additional payments not necessary to cover the 
company’s loss must be refunded to the members. Addi- 
tional payments may be refunded only in the case of 
paid-up capital contributions. Any departure in the 
articles of association from this provision is invalid. 


3) Disbursements in contravention of Paragraphs | and 
2 must be refunded to the company. In addition to the 
company’s member receiving such a disbursement, also 
the managers, members of the board of supervision and 
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the auditor are jointly and severally liable for refunding 
the disbursement, in conjunction with which they failed 
to exercise the fiduciary care generally expecied of such 
persons. 


Section 179 1) On a resolution that the meeting of 
members adopted by at least a three-fourths majority, 
the company may purchase from its surplus up to a third 
of the shares in the company. Only the shares based on 
paid-up capital contributions may be purchased. 


2) Within a year from the date of purchase, the company 
must either sell the share purchased pursuant to Para- 
graph 1, or must redeem the share under the rules 
governing the reduction of capital. 


3) The share acquired by the company does not have 
voting rights and must be disregarded also when ruling 
on whether a quorum is present. The profit and, upon 
the company’s dissolution, the proportion of distributed 
ee 
mem 


4) Any departure in the articles of association from the 
provisions of Paragraphs |-3 is invalid. 


Section 180 1) A share is redeemed when a member is 
expelled, when the company acquires the share, or when 
the articles of association permit redemption. In the last 
case, the share may be redeemed without the consent of 
the member in question only if the conditions of 
redemption were specified in the articles of association 
already at the time when the member acquired the share. 


2) If the redemption of a share would decrease the 
company's capital, the share may be redeemed only 
through a reduction of the capital. 


Section 181) A 1-member company can neither acquire a 
share for itself nor redeem it. 


Section 182 1) By at least a three-fourths majority, the 
meeting of members may expel a member for failure, 
despite written warning, to fulfill his or its statutory or 
contractual obligations, or when the given member's 
continuing participation would seriously jeopardize 
attaining the company's object. The reason for the expul- 
sion must be stated when the member is informed of the 
expulsion. Any departure in the articles of association 
from this provision is invalid. 


2) The member in question does not have a vote on the 
resolution to expel. 


3) The member may challenge the resolution to expel, by 
bringing suit within 30 days of being informed of the 
resolution. The expiration of this time limit has a 
a ee ee 


the expulsion. 


4) The provisions of Section 165 shall apply, as appro- 
priate, to selling the expelled member’s share. The com- 
pany redeems the share if it cannot be sold in the manner 
prescribed in Section 165. 


"s Structure— Meeting of 
Corapany's Organizational 


Section 183 1) The meeting of members is the company’s 
highest managing body that may act also in matters 
which fall within the scope of authority of the company’s 
other bodies. A meeting of members must be called at 
least once a year. 


2) The meeting of members has exclusive authority: (a) 
To approve the company’s balance sheet and to distrib- 
ute its profit; (b) To levy and refund additional -pay- 
ments; (c) To split and redeem shares in the company; 
(d) To expel a member; (ec) To elect and recall the 
company’s managers, to set their compensation, and to 
exercise the employer's rights in relation to them, except 
in the case of Section 212 [as published], Paragraph |, 
Item a; (f) To elect and recall the members of the board 
of supervision, and to set their compensation, except in 
the case of Section 209, Paragraph 2; (g) To approve the 
conclusion of a contract whose value exceeds at least a 
quarter of the company's capital; or of a contract that the 
company concludes with one of its own members, man- 
agers or their close relatives (Section 685, Item b, of the 
Civil Code), except when the conclusion of such a 
contract falls within the company’s customary business 
activity; (h) To ratify contracts concluded on the com- 
pany’s behalf prior to its registration; (i) To claim 
damages from the members responsible for the com- 
pany's incorporation, the company’s managers and the 
members of its board of supervision, and to provide for 
the company’s representation in lawsuits brought against 
its managers; (j) To decide to dissolve, change the form 
of, merge, consolidate or split up the company; (k) To 
amend the articles of association; and (1) To act on all 
matters over which the articles of association give the 
meeting of members exclusive authority. 


(3) Any departure in the articles of association from the 
provisions of Paragraph 2, Items a-k, is invalid. 


Section 184) A l-member company does not have a 
meeting of members, and the company’s incorporator 
exercises the authority of the meeting of members. 


Section 185) At the meeting of members, a member may 
also act as another member's delegate. A manager or a 
member of the board of supervision cannot be a delegate. 
The written delegation of authority to represent must be 
drawn up as an official document or must be duly signed 
and witnessed. 


Section 186 1) Unless the present law or the articles of 
association provide otherwise, the meeting of members 














adopts its resolutions by a simple majority of the mem- 
bers present. Every 10,000 forints paid in as capital 
contribution entitles to one vote. 


(2) The meeting of members has a quorum if at least half 
of the company's capital is represented. Any departure in 
the articles of association from this provision is invalid. 


(3) If a new meeting of members is called because the 


Section 187 1) The articles of association must regulate 
the assignment of voting rights to members, and the 


require. A meeting of members must be called without 
delay when it becomes evident that losses have halved 
the company’s capital. 


3) In a 1-member company, action by the incorporator 
tr atest ed 


Section 190 1) Stating the reason and the purpose, the 
members representing at least one-tenth of the com- 
pany’s capital may request at any time that a meeting of 
members be called. If the managers fail to comply with 
this request within 8 days, or if there is no one to whom 
this request could be addressed, then also the members 
themselves may call a meeting of members. 


2) The meeting of members decides whether the costs of 
the meeting called pursuant to Paragraph | are to be 
borne by the company. 


Section 191 1) The members must be informed of the 
meeting's agenda when inviting them to a meeting. 
There must be an interval of at least 15 days between 
sending the invitation and holding the meeting. 


2) If the meeting of members has not been called 
properly, it has a quorum only if all the members are 
present and none objecis to holding the meeting. 


3) Any member has the right to request that an item he 
or it specifies be added to the agenda. The member must 
inform the other members of his or its proposal at least 
three days before the meeting of members takes place. 
The meeting of members may consider an item that was 
not originally on the agenda, or one about which the 
members subsequently were not informed, only if all the 
members are present and none of them objects to con- 
sidering the item. 


4) Any departure in the articles of association from the 
provisions of Paragraph 1-3 is invalid. 


Section 192 1) The members may take action even 
without holding a meeting. 


2) The draft of the action to be taken must be sent in 
writing to the members, and a | 5-day time limit must be 
set for them to cast their votes in writing. Within 8 days 
of receiving the last vote, the company’s managers 
inform the members in writing about the outcome of the 
vote, the adopted resolution, and its date. 


3) At the request of any of the members, a meeting of 
members must be called to discuss the proposed action. 


Section i93 1) Also a manager or a member of the board 
of supervision may petition for a judicial review of an 
injurious resolution adopted by the meeting of members. 


2) When a manager files the petition, the board of 
supervision designates one of its members to represent 
the company in the litigation. If the company does not 
have a board of supervision, or if all the managers and all 
the members of the board of supervision file the petition 
jointly, then a court-appointed guardian for litigation 
represents the company. 


3) Otherwise the provisions of Chapter 2, Title 4, shall 
apply, as appropriate, to the judicial review of an inju- 


Section 194 1) The company's managers maintain a 
continuous record of the resolutions that the meeting of 
members adopts (minute book). Upon its adoption, a 
resolution must be entered in the minute book. The 
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resolution becomes effective only after entry in the 
minute book, and confirmation by a member who par- 
ticipated in the resolution’s adoption. 


2) Any member may inspect the minute book and 
request a copy of the resolutions that is certified by the 
managers. 


3) In the case of a 1-member company, the incorpora- 
tor’s decisions must be entered in the minute book only 
when someone other than the incorporator is managing 
the company. 


Section 195 1) If the meeting of members rejects a 
proposal to have an expert examine the latest annual 
balance sheet or some transaction by the company’s 
management during the past two years, or if the mecting 
of members fails to take action on a duly introduced 
proposal to that effect, then the registry court may order 
the investigation, on the petition of members represent- 
ing at least one-tenth of the company’s capital. 


2) The petition must be filed within 30 days from the day 
the meeting of members was held. The expiration of this 
time limit has a peremptory effect. 


Section 196 1) If the meeting of members rejects a 
proposal to bring action for damages against the mem- 
bers responsibie for the company’s incorporation, 
against the company's managers, against the members of 
the board of supervision and the auditors, or against a 
majority of members pursuant to Section 188; or if the 
meeting of members fails to take action on a duly 
introduced prorosal to that effect; then members repre- 
senting at leat. one-tenth of the company’s capital may 
themselves bring suit on the company’s behalf, within 30 
days from the day the meeting of members was held. 


2) The expiration of the time limit specified in Para- 
graph | has a peremptory effect. 


Managers Section 197 1} One or more managers, elected 
to a definite term of office from among the company’s 
members (their delegates) or outsiders, manage the com- 
pany and act for it. The articles of association may 
authorize all members (delegates) to manage the com- 
pany and act for it, in which case they all must be 
regarded as the company’s managers. 


2) The articles of association must name the first man- 
agers and cannot validly depart from this provision. 


3) When the company has more than one manager and 
the articles of association do not specify otherwise, the 
managers only have authority to act for the company 
jointly. When a statement has to be made against the 
company, even one manager may do so. 


Section 198) In the case of a |-member company whose 
incorporator is an individual, the memorandum of 
incorporation may specify that the incorporator has 


authority to manage the company and act for it. In this 
case the incorporator must be regarded as the company’s 
manager. 


Section 199 1) The manager acts for the company in 
relations with third persons, and represents the company 
agendas, the manager may delegate to the company’s 
employees authority to act for and represent the com- 
pany. 


2) The articles of association may limit the manager’s 
authority to act for the company; such limitation of the 
manager's authority is not binding on third persons. 


3) The manager, or the designated manager when there 
are several managers, exercises the employer's rights in 
relation to the company’s employecs. 


Section 200 1) Without the approval of the meeting of 
members, the manager: (a) May not engage, commer- 
cially and for his own account, in a business activity that 
falls within the scope of the company’s business activity, 
(b) May not be a member with unlimited liability in a 
business association engaged in a business activity sim- 
ilar to the company’s business activity; (c) May not be an 
executive officer in a business association engaged in a 
business activity similar to the company’s business activ- 
ity. 


2) If the manager violates any of the bans in Paragraph |, 
the company (a) May claim damages; (b) Demand, 
instead of damages, that the manager assign to the 
company any transaction he concluded for his own 
account; or (c) Demand that the manager surrender to 
the company his profit on a transaction he concluded for 
another person's account, or that he assign to the com- 
pany his claim to such profit. 


3) The statute of limitations on the company’s claims 
pursuant to Paragraph 2 is three months from the date 
that the managers (or if there is only one manager, the 
members of the company) iearned of the claim. But no 
action may be brought for a claim after one year from the 
date the claim arose. 


Section 201 1) The managers are required to maintain a 
record of company members. 


2) The record of company members must show: (a) The 
name (firm name), address (principal place of business) 
and capital contribution of each member, (b) The provi- 
sions of the articles of association regarding possible 
additional payments, accessory performances, and the 
members’ preemptive rights; (c) Any change in the 
members’ person and shares, including the transfer or 
splitting of shares, and their acquisition and redemption 
by the company. 


3) The managers are obliged to file with the registry 
court, for entering in the register of firms, a notice of the 
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data in the record of company members, and of any 
subsequent changes in the data. 


4) Anyone able to provide proof of probable interest may 
inspect the record of company members. 


Section 202 1) The managers must see to it that the 
company’s books are kept in proper order. 


2) The managers prepare, and submit to the meeting of 
members, the company's balance sheet and financial 
statement. 


Section 203 1) At the members’ request, the managers 
musi inform the members about the company’s affairs 
and enabie them to inspect the company’s books. 


2) If the managers do not comply with the request, the 
member in question may turn to the registry court. After 
a hearing of both parties under the rules of nonlitigation 
proceedings, the court issues its decree that is final and 
immediately enforceable. 


Section 204) The managers and the company are jointly 
and severally liable to third persons for the filing of false 
data with the registry court. 


Section 205 1) The meeting of members needs at least a 
three-fourths majority to recall the company's managers. 


2) Notice of any change in the managers’ person or in 
their authority to act for the company must be filed with 
the registry court, for entering in the register and public 
announcement. 


Section 206 1) The managers must call a meeting of 
members within 30 days if the number of managers falls 
below the number specified in the articles of association. 


2) If the company has no manager left, the registry court 
calls the meeting of members, at the request of any 
anterested party. 


Section 207 The company is liable to third persons for 
the damage that its managers cause by their actions that 
are within the scope of their authority. 


Board of Supervision 


Section 208 1) If the number of members in the com- 
pany, and the importance or nature of its activity so 
warrant, the articles of association may create a board of 
supervision comprising at least three board members. 


2) A board of supervision is mandatory: (a) When the 
company’s capital exceeds 20 million forints; (b) When 
the company has more than 25 members; or (c) When on 
average for the year the company employs over 200 
workers in jobs that are their principal occupation. 


3) A board of supervision is mandatory at a 1-member 
company only in the case of Paragraph 2, Item c. 


Section 209 1) The meeting of members elerts the 
members of the board of supervision, except as specified 
in Section 210. 


2) The meeting of membert may not elect a company 
employee to the board of supervision. 


3) The meeting of members needs at least a three-fourths 
majority to recall a member of the board of supervision 
whom it elected. Any departure in the articles of associ- 
ation from this provision is invalid. 


Section 210 1) When a board of supervision is manda- 


’ tory—but with the exception of the case specified in 


Section 208, Paragraph 2, Item c—the articles of associ- 
ation designate the first board of supervision. Any depar- 
ture in the articles of association from this provision is 
invalid. 


2) When the opinion of the workers’ representatives on a 
board of supervision created pursuant to Section 208, 
Paragraph 2, Item c, differs from the opinion of the other 
board members, this minority opinion must also be 
presented at the meeting of members. 


Section 211) Members of the board of supervision may 
attend a meeting of the company’s members, with a 
voice but no vote. 


Section 212) The board of supervision must call a 
meeting of members when the managers fail to do so; 
furthermore, when the company’s interests so require. 


Section 213) A designated member of the board of 
supervision represents the company when concluding 
contracts with the company’s managers or in actions 
brought against them. 


Section 214) The provisions of Section 200 apply also to 
members of the board of supervision. 


Auditor 


Section 215) An auditor is mandatory in a |-member 
company. 


Amending the Articles of Asscciation 


Section 216 1) The meeting of members must have at 
least a three-fourths majority to amend the articles of 
association. 


2) The meeting of members must adopt by unanimous 
vote a resolution to increase the members’ obligations 
specified in the articles of association or to impose new 
obligations on the members. 
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3) Any departure in the articles of association from the 
provisions of Paragraphs | and 2 is invalid. 


Section 217) All the managers must jointly file with the 
registry court, for entering in the register and public 
announcement, a notice of amending the articles of 
association. 


Increase of Company’s Capital 


Section 218 1) A resolution of the meeting of members to 
increase the company’s capital must be implemented by 
paying in (or providing) new capital contributions, 
except in the case of Section 221. 


2) The capital may be increased only when all the 
previous capital contributions have been fully paid. 


3) All the managers must jointly file with the registry 
court, for entering in the register and public announce- 
ment, a notice of the resolution to increase the com- 
pany’s capital. 


Section 219 1) Within 30 days from the date of entering 
in the company’s minute book the resolution raising the 
company’s capital, the company’s members registered 
before the capital was raised may exercise their preemp- 
tive right to acquire the new capital contributions. The 
members may exercise this right in proportion to their 
capital contributions. 


2) If the members have not exercised their preemptive 
right within the specified time limit, then the persons 
whom the members designate are entitled to acquire the 
new capital contributions. And if the members fail to 
designate such persons, then anyone may acquire a new 
capital contribution. 


3) A written statement by the contracting party, drawn 
up as an Official document or duly signed and witnessed, 
is necessary to acquire a new capital contribution. The 


statement must specify what accessory performances, if 


any, are being undertaken. And it must declare that the 
person making the statement regards as binding the 
provisions of the articles of association. 


4) The meeiing of members decides whether to accept 
the statement. Upon its acceptance, the person making 
the statement becomes a member of the company, with- 
out any separate amending of the articles of association. 


Section 220 1) The provisions regarding the minimum 
amount of a capital contribution, the manner and sched- 
ule of its payment, and the legal consequences of default 
apply also to the new capital contributions. 


2) If the new capital contribution is a noncash contribu- 
tion, then the provisions regarding the capital contribu- 
tion’s valuation, and the liability of the member provid- 
ing it, apply also to the new capital contributions. 


Section 221) The meeting of members ::: :y also decide to 
increase the company’s capital from its surplus. In this 
case the members’ shares increase in proportion to their 
earlier capital contributions, without any extra payments 
by them. 


Section 222 1) All the managers must jointly file with the 
registry court, for entering in the register and public 
announcement, a notice that the company’s capital has 
been increased. The increase may be entered in the 
register only when at ieast half of every cash contribution 
has been paid in, respectively when all of every noncash 
contribution has been placed at the company’s disposal. 


2) The increase of the company’s capital becomes effec- 
tive when it is entered in the register. 


Section 223) When additional members join a 1-member 
company through split shares or an increase of the 
company’s capital, the company is obliged to change 
itself into a limited-iiability company operating under 
the general rules governing such companies. All the 
managers jointly must file with the registry court, for 
entering in the register and public announcement, a 
notice that the change has been implemented. 


Reduction of Company’s Capital 


Section 224 1) The company’s capital may not be 
reduced to less than one million forints. When the 
capital is reduced by paying back a proportion of each 
capital contribution, none of the remaining capital con- 
tributions may be less than 100,000 forints. 


2) All the managers must jointly file with the registry 
court, for entering in the register and public announce- 
ment, a notice of the resolution adopted by the meeting 
of members to reduce the capital. 


Section 225 1) After filing the notice with the registry 
court, the managers must insert in the official gazette 
two annoucements of the resolution to reduce the com- 
pany’s capital, with a 30-day interval between announce- 
ments. Each announcement must contain a summary of 
the resolution, and a request to creditors to enter their 
claims within three months from the date of the second 
announcement. Known creditors must be notified sepa- 
rately. 


2) The claims of the creditors who have entered their 
claims within the set time limit and oppose the reduction 
of the company’s capital must be paid or secured. 


Section 226 1) After the expiration of the time limit set 
pursuant to Section 225, Paragraph 1, all the managers 
must jointly file with the registry court a notice that the 
claims of the creditors opposing the reduction of the 
company’s capital have been paid or secured. Copies of 
the official gazette’s issues in which the announcements 
appeared must be attached to the filed notice. 
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2) The reduction of the company’s capital may be 

entered in the register only after the notice pursuant to 
1 has been filed. The capital’s reduction 

becomes effective when it is entered in the register. 


3) The refunds to members on the basis of the capital’s 
reduction may be disbursed only after the reduction has 
been entered in the register. 


Disssolution of a Company 


Section 227) At least a three-fourths majority of the 
meeting of members is necessary to pass a resolution to 
dissolve the company. Any departure in the articles of 
association from this provision is invalid. 


Section 228) When the company is dissolved without a 
legal successor, the rules governing the distribution of 
assets apply, supplemented by the provisions of Sections 
229 and 230. 


Section 229) At the time of approving the final balance 
sheet, the meeting of members also acts to relieve the 
distributors of assets (the managers), the auditor, and the 
members of the board of supervision. 


Section 230 1) From the assets remaining after paying 
the company’s creditors, first the additional payments 
must be refunded, and the balance must then be divided 
among the members in proportion to their capital con- 
tributions. 


2) It is prohibited to distribute the assets within six 
months from the date the third notice to creditors 
appears in the official gazette. 


Section 231) If the number of members drops to one, and 
notice of a new member is not filed with the registry 
court within 6 months, the company does not cease but 
continues to operate as a 1-member company, under the 
rules applicable to such companies. All the managers 
must jointly file a notice of this fact with the registry 
court, for entering in the register and public announce- 
ment. 


Chapter 7. Corporations 
Title 1. General Rules 


Section 232 1) The corporation is an incorporated busi- 
ness association formed with a capital that is divided 
into a predetermined number of shares with a specified 
par value. The member (shareholder) is liable to the 
corporation for paying in the par value or the issue price 
of the shares. Otherwise the shareholder is not liable for 
the corporation’s debts. 


2) The designation “corporation” or its abbreviation 
“rt” must be included in the corporation’s firm name. 


Section 233) A departure from the governing 
part Sin pn ay ag a 
permits. Any statement conflicting with this provision is 
null and void. 


Shares 


Section 234 1) The share is a security embodying the 
shareholder’s rights. 


2) The shares offer shareholders identical rights. On the 
basis of a statute or authority granted by it, the articles of 
incorporation may also call for issuing shares that offer 
their shareholders different rights. 


3) The shares that offer shareholders identical rights 
constitute a class of shares (Sections 242-245). The 
articles of association must specify the rights that own- 
ership of each class of shares confers, and the number 
and par value of the shares issued within each class. Alli 
shares in the same class must have the same par value. 


Section 235 1) The par value of a share must be at ieast 
10,000 forints, or a multiple thereof that is divisible by 
10,000. 


2) Shares issued below their par value are null and void. 
The issuers of such shares are jointly and severally liable 
for the consequential damage. 


3) The combined total par value of all the issued shares 
is the corporation’s capital. 


Section 236) The shares must be printed in accordance 
with the regulations governing the production of securi- 
ties. This rule applies also to share warrants and interim 
shares. 


Section 237) A share must show at least the following: (a) 
The corporation’s firm name and its principal place of 
business; (b) The serial number and par value of the 
share, whether it is a bearer share or regisiered share, and 
the name of the registered share’s owner, 


(c) The class of the share, and the rights that ownership 
of shares of the given class confers, as defined in the 
articles of incorporation; (d) The date of issue, and the 
amount of capital and the number of shares at the time 
of issue; (e) The signature of the board of directors, 
affixed according to the rules on signing for the firm; (f) 
On a share warrant or interim share, also the paid-in 
amount. 


Section 238 1) Shares issued before the corporation is 
entered in the register of firms, and before the entire 
capital has been paid in, are null and void. Until the 
corporation’s registration, however, share warrants may 
be issued for the paid-in portion of the corporation’s 
capital. 
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2) Once the corporation has been entered in the register 
of firms, interim shares may be issued for the corpora- 
tion’s part-paid capital. 


3) The share warrant and the interim share are registered 
securities that must show the name of their owner, and 
ihe amount the shareholder paid in up to the time when 
the share warrant or interim share was issued. The 
issuers and the members of the board of directors 
respectively are liable for the consequential damage 
resulting from any violation of this provision. 


Section 239) Once the corporation has been registered 
and its entire capital has been paid in, the shareholder 
may demand that he be issued the shares to which he is 
entitled. 


Section 240 1) A bearer share may be freely transferred. 


2) The rules on endorsing bills of exchange apply to the 
transfer of registered shares, except that the transfer is 
binding on the corporation only when the new share- 
holder’s name has been entered in the corporation's 
register of shareholders. 


3) A foreigner may acquire only registered shares. In the 
case of inherited shares, a foreigner’s bearer shares have 
to be exchanged for registered shares within a year from 
the date of the estate's distribution. 


Section 241 1) The corporation’s board of directors 
maintains the register of shareholders in which the 
names (or firm names) and addresses (principal places of 
business) of all owners of registered shares are entered. 


2) When entering a transfer in the register of sharehold- 
ers, the board of directors in not obliged to examine the 
authenticity of the endorsement. 


3) The shareholder may request from the board of 
directors a copy of that portion of the register of share- 
holders where the given shareholder is entered. 


Section 242 1) Pursuant to the provisions of the articles 
of incorporation, the corporation may issue also shares 
(preferred shares) that give their shareholders priority in 
respect to dividends, over other classes of shares. The 
articles of incorporation may limit or exclude a preferred 
share’s vote. 


2) The articles of incorporation determine the rules of 
the preferred shares’ priority in respect to dividends. 


3) The articles of incorporation may permit the issuing 
of also other kinds of preferred share. 


4) The issued preferred shares may not exceed one-half 
of the corporation’s capital. 


Section 243 1) The articles of incorporation may autho- 
rize also the issuing of registered shares which are held in 


trust for a foundation or society established for some 
public purpose, and which pass to the beneficiary orga- 
nization after the period of time specified in the articles 
of incorporation. In which case the beneficiary organi- 
zation receives an amount equivalent to the par value of 
the shares, and the shareholder is entitled to the differ- 
ence between the par value and the market value of the 
shares. Until the expiration of the period specified in the 
articles of association, the shareholder fully enjoys all the 
rights that ownership of the shares confers. 


2) If during the period specified in Paragraph | the 
corporation is dissolved without a legal successor, then 
the shares’ prorated par value, but at least 5 percent a 
year of the par value, must be paid to the beneficiary 
Organization mentioned in Paragraph |. 


3) If the members of the beneficiary organization men- 
tioned in Paragraph | are the corporation’s employees in 
jobs that are their principal occupation, and if the work 
force comprises more than 50 workers, then the articles 
of incorporation may require that all or a part of any 
current dividend be paid to the beneficiary organization 
(workers’ foundation or society), under the conditions 
specified in the articles of incorporation. These provi- 
sions of the articles of incorporation may not be 
amended to the beneficiary organization's disadvantage. 
When the corporation's capital is being increased, the 
beneficiary organization has a preemptive right to sub- 
scribe for a portion of the capital specified in the articles 
of incorporation, but at least for one-tenth. 


Section 244 1) Pursuant to the provisions of the articles 
of incorporation, the corporation may also issue employ- 
ee-owned shares, which employees may receive free or 
purchase at a reduced price. Such shares may be issued 
only from the corporation’s surplus, parallel with an 
increase of its capital and at most for up to one-tenth of 
the increased capital. 


2) The employee-owned shares are registered shares, 
transferable among the corporation’s employees and 
retirees under the rules governing the transfer of regis- 
tered shares. 


3) Upon an employee's death or the termination of his 
employment, but excepting retirement, the corporation 
has a preemptive right to buy his employee-owned 
shares. The corporation is obliged to buy the shares at 
their market price, but at least at their par value. 


4) The holders of employee-owned shares have the same 
rights as the other shareholders. The board of directors 
sets the detailed conditions for the acquisition and 
transfer of such shares, and it may also enable specified 
groups of employees to acquire such shares jointly. 


Section 245 1) Pursuant to the provisions of its articles of 
incorporation, a corporation may issue also fixed-in- 
terest shares for up to 10 percent of its capital. 











2) A fixed-interest share entitles its holder to a fixed rate 
of interest on the share’s par value even when the 
corporation reports no profit in a given year. 

3) In addition to interest, the holder of a fixed-interest 
share is entitled to all the other rights that ownership of 
a share confers, including the right to receive a dividend. 


Section 246 1) For up to one-half of its capital, a 
—— may be converted into shares (convertible 
). 


2) The corporation may also decide to issue bonds with 
attached subscription warrants that entitle the bond- 
holders to subscribe for shares in future issues (subscrip- 
tion-warrant bonds). 


3) The articles of incorporation specify the rules for 
issuing convertible bonds and subscription-warrant 


Section 247 1) From its surplus, a corporation may 
acquire its own paid-up shares. 
2) The combined total par value of the corporation’s 


treasury shares may not exceed one-third of the corpo- 
ration’s capital. 


3) Unless the present law provides otherwise, treasury 
shares do not entitle the corporation to exercise its rights 
as a shareholder, and the corporation must sell its 
treasury shares within three years. 


Section 248 1) A corporation may redeem its treasury 
shares. This type of redemption does not reduce the 
corporation's capital. 


2) The redeemed registered shares murt be deregistered, 
and both the bearer shares and the registered shares must 


be destroyed. 


3) The board of directors must file a notice of the 
redemption with the registry court within 30 days. 


Section 249 1) A share may be coowned. From the 
corporation’s point of view, the coowners count as one 
shareholder. They may exercise their rights only through 
a joint proxy, and they are jointly and severally liable for 
their obligations as a shareholder. 


2) If the coowned share is a registered share, then also the 
name of the joint proxy must be entered in the register of 
shareholders. 

Title 2. Corporation’s Formation 

Section 250) The corporation's incorporator issues the 


corporation’s proposed articles of incorporation. A cor- 
poration may have more than one incorporator. 





Section 251 1) A corporation’s capital may not be less 
than 10 million forints. 


2) The contributed cash at the time of the corporation’s 
formation may not be less than 30 percent of the capital, 
and not less than 5.0 million forints. 


Subscription for Shares [Before Organization] 


Section 252 1) The corporation’s capital is raised 
through a subscription for shares. 


2) The subscription for shares is based on the proposed 
articles of incorporation. The original of the proposed 
articles of incorporation must be drawn up as an official 
document or duly signed and witnessed, and the copies 
must be notarized. 


3) The proposed articles of incorporation must state: (a) 
The corpcration’s firm name, principal place of busi- 
ness, object and duration; (b) The proposed amount of 
capital; (c) The number and par value or issue price of 
the shares, the classes of shares when different classes are 
being issued, and the rights that ownership of each class 
of shares confers; (d) The place, and the opening and 
closing dates of tle subscription; (e) The special rights to 
which the incorporators will be entitled, 

their right to appoint the members of the board of 
directors for the first three years; (f) The value of any 
noncash contribution, the number of shares to be issued 
for it, the contribuior’s name (firm name) and address 
(principal place of business), and the name (firm name) 
of the auditor who prepared the preliminary valuation; 
(g) The procedures to be followed in the case of oversub- 
scription; and (h) The manner of calling the corpora- 
tion’s organization meeting. 


Section 253 1) The incorporators must furnish a written 
statement identifying the data cn the basis of which they 
determined the value of the noncash contribution. 


2) The noncash contribution may not be included in the 
proposed articles of incorporation at a value higher than 
in the auditor’s preliminary valuation. 


Section 254 1) Shares are subscribed by signing a sub- 
scription form. A subscriber may subscribe personally or 
through an agent. 


2) The subscriber, except the one who is providing a 
noncash contribution, must simultaneously deposit at 
least 10 percent of the subscribed amount, in the bank 
account that the promoters specify. 


Section 255 1) If more shares have been subscribed than 
what the corporation, according to the proposed articles 
of incorporation, plans to issue (oversubscription), the 
incorporators may reject the oversubscription. If they 
fail to do so, then the organization meeting will decide, 
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in the course of finalizing the corporation's capital, 
whether to accept or reject the subscriptions for the extra 
shares. 


2) The subscription of a state budgetary organization or 
financial institution may not be rejected. 


3) If the incorporators or the organization meeting 
rejects the oversubscription, then the deposits for the 
extra shares must be refunded in full to the subscribers 
within 15 days of the rejection. The incorporators are 
jointly and severally liable for the refund. 


Section 256 1) The attempt to form a corporation has 
failed if the number of shares necessary to raise the 
corporation’s entire proposed capital were not sub- 
scribed by the specified closing date of the subscription. 


2) If the attempt to form the corporation has failed, then 
the amounts paid in by subscribers must be fully 
refunded within 15 days. The incorporators are jointly 
and severally liable for the refund. 


Organization Meeting 


2) If the incorporators fail to cali an organization meet- 
ing within the time limit specified in Paragraph |, then 
the subscribers are freed of their obligations and may 
Claim a full refund of the money they have paid in. The 
incorporators are jointly and severally liable for the 


3) Before the organization meeting is called to order, the 
subscribers must increase the amounts they have paid in 
to 30 percent of the par value of their subscribed shares. 
This provision does not apply to the subscriber who is 
providing a noncash contribution. 


Section 258) The organization meeting: (a) Establishes 
that the capital has been subscribed, and that at least 30 
percent of it has been paid in; (b) Accepts or rejects the 
oversubscription; (c) Acts on forming the corporation; 
(d) Adopts the articles of incorporation; (e) Acts on the 
benefits to which the incorporators will be entitled, and 
on ratifying possible separate agreements concluded with 
the incorporators or others in the course of forming the 
corporation; (f) Acts on ratifying the contracts concluded 
prior to the organization meeting, (g) Sets the value of 
the noncash contribution and determines when it is to be 
placed at the corporation’s disposal; (h) Elects the board 
of directors and the board of supervision for the first 
year, except when the incorporators have reserved this 
right for themselves in the proposed articles of incorpo- 
ration; and (i) Elects the corporation’s auditor. 


Section 259 1) The organization meeting has a quorum if 
five subscribers who among them subscribed at least half 
of the capital are present, or are represented on the basis 
of written proxy statements. 


2) The organization meeting adopts its resolutions by a 
simple majority. However, it may depart from the pro- 
posed articles of incorporation only by a unanimous vote 
of all the subscribers; it may not set the value of a 
noncash contribution higher than its value in the pro- 
posed articles of incorporation or in the auditor’s valu- 
ation; and it may not alter the incorporators’ benefits at 
the corporation's expense. 


3) The subscribers concerned have no vote on a resolu- 
tion concerning the noncash contribution or the incor- 
porators’ benefits. 


4) Minutes must be kept of the organization meeting. 


Formation of a Close Corporation 


Section 260 1) Proposed articics of association and an 
Organization meeting are not necessary when the incor- 
porators mutually agree, in a memorandum of incorpo- 
ration countersigned by an attorney or a counselor-at- 
law, to hold all the shares of the corporation themselves, 
in specified proportions. 


2) When the incorporators form a close corporation, they 
designate the members of the board of directors and of 
the board of supervision. 


3) The general provisions on forming a corporation shall 
apply, as appropriate, in all matters not regulated in 
Paragraphs | and 2. 


4) A close corporation cannot be formed when all the 
incorporators are individuals. 


Articles of Incorporation 


Section 261 1) The articies of incorporation must spec- 
ify: (a) The corporation’s firm name and principal place 
of business; (b) The corporation’s duration; (c) The 
corporation’s object; (d) The amount of the corpora- 
tion’s capital, and the conditions for paying in the shares; 
(e) The number and par value of the shares, and whether 
they are bearer shares or registered share; (f) The manner 
of signing for the firm; (g) The manner of calling a 
meeting of shareholders, its quorum, the procedure to be 
followed when the meeting lacks a quorum, voting rights 
and method of voting; (h) The number of members on 
the board of directors and the board of supervision, the 
number of auditors, the method of electing the board 
members and auditors, the scopes of their authority, and 
their terms of office; (i) The rules governing the distri- 
bution of profit; (j) The manner of making the corpora- 
tion’s announcements public; and (k) The consequences 
of default on paying in the shares. 


(2) When required, the articles of incorporation also 
specify: (a) The separate agreements on noncash contri- 
butions, and possibly on granting the incorporators 
additional benefits; (b) When different classes of shares 
are issued, the designation of the classes, the number and 
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par value of the shares in each class, and the rights that 
the ownership of each class of shares confers; (c) In the 
case of convertible or subscription-warrant bonds, the 
rules governing the issuing of such bonds; (d) The 
conditions under which shares may be redeemed, and 
the procedure to be followed; (e) The conditions under 
which the board of directors has authority to increase the 
corporation’s capital; and (f) Anything else that the 
shareholders may wish to include in the articles of 
incorporation. 


Registration of 2 Corporation 


Section 262 1) Notice of the corporation’s formation 
must be filed with the registry court, for entering in the 
register and public announcement. The notice must be 
filed jointly by all members of the board of directors. 


2) The corporation may be registered only when it has 
been verified: (a) That the organization meeting has been 
duly called; (b) That the entire capital has been sub- 
scribed; and (c) That at least 30 percent of the capital has 
been paid in. 


Section 263) Prior to the corporation's registration, the 
transfer to another person of the rights that a subscriber 
acquired by signing the subscription form will not be 
binding on the corporation. 


Title 3. Shareholder’s Rights and Obligations 


Section 264 1) Within a year of the corporation’s regis- 
tration, the shareholder is obliged to pay in the full value 
of his shares. He must remit his payment during this 
period when the board of directors issues, in accordance 
with the conditions specified in the articles of incorpo- 
ration, issues a call on the shares in the form of a public 
announcement. Registered shareholders must also be 
sent separate notices. 


2) The shareholder who defaults on his payment must 
pay the corporation 20 percent annual interest. 


3) If the shareholder fails to remit the due payment 
within 60 days from the date of the announcement, then 
the board of directors is entitled to sell his interim share 
at public auction, and at the same time to declare his 
interim share cancelled, and to terminate his rights as 
shareholder. The proceeds from the sale must be used 
first to satisfy the corporation’s claim in conjunction 
with the share, and then the former shareholder is 
entitled to the balance. 


Section 265) If the shareholder transfers his interim 
share to a third person before the share’s entire par value 
has been paid, the shareholder remains liable as guaran- 
tor for his obligations. 


Section 266 1) The shareholder is entitled to his propor- 
tion of the profit that the meeting of shareholders has 
allocated for distribution (dividend), on the basis of the 
corporation’s balance sheet. 


2) If the corporation is dissolved without a legal succes- 
sor, then the shareholder is entitled to his proportion of 
the assets available for distribution. 


3) The provisions of Paragraphs | and 2 do not affect the 
special rights that the articles of incorporation confer on 
the holders of individual classes of shares. 


4) Disbursements to shareholders from the corporations 
capital are prohibited, except in the case of the capital’s 
reduction. 


Section 267 1) Neither during the corporation’s exist- 
ence nor upon its dissolution can the shareholder 
demand the return of the capital he has contributed. 


2) The shareholder is not obliged to refund the dividend 
he has collected in good faith. 


Section 268 1) Every shareholder has the right to attend 
the meeting of shareholders, to request information, and 
to comment. The shareholder with a voting share is 
entitled to introduce motions and to vote. 


2) On his written request submitted at least 8 days before 
the meeting of shareholders, the board of directors must 
provide any shareholder information regarding any item 
on the meeting’s agenda. The board of directors may 
deny the information only if providing it would violate 
an important interest of the corporation or its business 
secret. 


3) The board of directors must release—at least 30 days 
before the meeting of shareholders, and in accordance 
with the provisions of the articles of incorporation on 
making the corporation’s announcements public—if 
only the gist of the data contained in the balance sheet, 
the proposal to declare a dividend, and the respective 
reports of the board of directors and the board of 


supervision. 


Section 269 1) Voting rights are linked to the par values 
of the shares, except in the case of the class of shares 
mentioned in Section 242. 


2) The articles of incorporation may limit the voting 
rights by specifying the maximum number or proportion 
of the votes to which a shareholder is entitled. 


3) The articles of incorporation may assign 51 percent of 
the votes to a state budgetary organization or financial 
institution that holds shares representing at least a third 
of the corporation’s capital. 
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Section 270 1) The articles of incorporation determine 
the manner in which shareholders exercise their voting 
rights. 

2) A shareholder may not exercise his voting rights as 
long as he is in default on a payment for his shares. 


Section 271 1) A shareholder may exercise his rights at 
the meeting of shareholders also through a proxy. A 
member of the board of directors or of the board of 
supervision, and an auditor may not be proxies. 


2) The proxy statement is valid for a single meeting of 
shareholders, including the new meeting that might be 
called if the current one should lack a quorum. The 
proxy statement presented to the corporation must be 
drawn up as an official document or must be duly signed 
and witnessed. 


Section 272) If the corporation does not declare a 
dividend or pays only partial dividend in a given year on 
a preferred share that confers no voting rights or only 
limited voting rights on the shareholder, and if the 
corporation does not make up for the missed or partially 
missed dividend the following year, in addition to the 
dividend due for that year, then the preferred shares 
become and remain voting shares until the corporation 
disburses the accumulated dividends due. 


Section 273 1) A meeting of shareholders must be called 
whenever shareholders representing at least a tenth of 
the capital request the board of directors in writing that 
it do so, and state the reason and purpose of the meeting. 
The articles of incorporation may grant this right also to 
shareholders representing a smaller proportion of the 
capital. 


2) The registry court calls a meeting of shareholders if 
one was requested pursuant to Paragraph |, but the 
board of directors has failed to comply within 30 days. 


Section 274 1) Stating the reason and purpose, share- 
holders with voting shares representing at least a tenth of 
the capital may request the board of directors to place a 
proposal on the agenda of the meeting of shareholders. 
The articles of incorporation may grant this right also to 
shareholders representing a smaller proportion of the 
capital. 


2) The shareholders may exercise their right pursuant to 
Paragraph | within 8 days after publication of the 
announcement on holding the meeting of shareholders. 


3) The board of directors is obliged to place the proposal 
mentioned in Paragraph | on the meeting's agenda, and 
to announce this in the same way as the meeting of 
shareholders was announced. 


4) If the board of directors fails to carry out its obligation 
pursuant to Paragraph 3, then, on the petition of the 
shareholders sponsoring the proposal, the registry court 


will act in place of the board of directors, within three 
days from the filing ot the petition. 


Section 275 1) Stating their reason, shareholders repre- 
senting at least one-tenth of the corporation’s capital 
may request the board of supervision in writing to 
examine the corporation’s management. The articles of 
incorporation may grant this right also to shareholders 
representing a smaller proportion of the capital. 


2) If the board of supervision fails to carry out within 30 
days the the examination requested pursuant to Para- 
graph |, the shareholders mentioned therein may turn to 
the meeting of shareholders (Section 273). 


Section 276 1) Any shareholder and any member of the 
board of directors or of the board of supervision may 
petition for a judicial review of an injurious resolution 
adopted by the meeting of shareholders. 


2) If a member of the board of directors files the petition, 
then the board of supervision designates one of its 
members to represent the corporation in the litigation. If 
the petition is filed by a member of the board of 
supervision, then the court appoints a guardian for 
litigation to represent the corporation. 


3) The shareholder who files the petition is required to 
deposit at least one share with the court. 


4) Otherwise the provisions of Chapter 2, Title 4, shall 
apply, as appropriate, to the judicial review of an inju- 
rious resolution, but with the understanding that the 
court’s decision will be binding also on the shareholders 
who did not participate in the litigation. 


Title 4. Corporation’s Organizational Structure 
Meeting of Shareholders 


Section 277) The meeting of shareholder’s is the corpo- 
ration’s highest body that comprises all the shareholders. 


Section 278) The meeting of shareholder’s has exclusive 
authority: (a) To adopt and amend the articles of incor- 
poration; (b) To increase and reduce the corporation’s 
capital; (c) To modify the rights that ownership of the 
individual classes of shares confers; (d) To decide to 
merge, consolidate, split up, change the form of, or 
dissolve the corporation; (e) To elect, set the compensa- 
tion of, and recall the members of the board of director 
and board of supervision—except as specified in Section 
292—and the auditors; (f) To approve the balance sheet 
and allocate the annual profit; (g) To decide to issue 
convertible or subscription-warrant bonds; and (h) To 
act on all matters over which the present law or the 
articles of incorporation give the meeting of shareholders 
exclusive authority. 


Section 279 1) A meeting of shareholders must be called 
as frequently as the articles of incorporation specify, but 
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at least once a year. If necessary, a meeting of sharehold- 
ers may be called at any time. 


2) Unless the present lav’ provides otherwise, the board 
of directors calls the meeting of shareholders. 


3) The meeting of shareholders must be announced at 
least 30 days before its opening day, in the manner 
specified in the articles of incorpcration. The announce- 
ment must contain: (a) The corporation's firm name and 
principal place of business; (b) The date, time and place 
of the meeting; (c) The agenda of the mueting; and (d) 
The conditions that the articles of incorporation set for 
exercising voting rights. 


4) Registered shareholders must be informed of the 
meeting also by separate invitations. 


Section 280 1) An attendance sheet must be kept of the 
shareholders attending the meeting. It must show the 
name (firm name) and address (principal place of busi- 
ness) of each shareholder, respectively of his proxy, the 
number of shares, and the number of votes held on the 
basis of the shares. 


2) The meeting’s chairman and the recording secretary 
certify the attendance sheet by signing it. 


Section 281 1) The meeting of shareholders has a quo- 
rum when shareholders representing more than half of 
the voting shares are present. The articles of incorpora- 
tion may require a larger proportion of shareholders for 
a quorum. 


2) When a meeting of shareholders does not have a 
quorum, the new meeting of shareholders that must be 
called and held within 15 days will have a quorum to act 
on all items on the original agenda, regardless of the 
ni.naber of shareholders present. 


3) The meeting of shareholders may act on a matter not 
included in the published agenda only if all the share- 
holders are present and they unanimously agree to con- 
sider the matter. 


Section 282) The meeting of shareholders needs at least 
a three-fourths majority of the votes cast to act on 
matters listed in Section 278, Items a-d. To act on all 
other matters the meeting needs a simple majority of the 
votes cast, unless the articles of incorporation require a 
qualified majority. 


Section 283) A resolution of the meeting of shareholders 
that modifies unfavorably a right that ownership of some 
class of shares confers will be valid only if shareholders 
holding at least three-fourths of the shares in the given 
Class support the resolution in the manner the articles of 
incorporation specify or, in the absence of such provi- 
sions, by applying as appropriate the rules governing the 
meeting of shareholders. 


Section 284 1) Minutes must be kept of the meeting of 
shareholders and must include: (a) The corporation’s 
firm name and principal place of business; (b) The place, 
date and time of the meeting; (c) The names of the 
meeting's chairman, reporting secretary, the sharehold- 
ers elected to certify the minutes, and the tellers; (d) The 
more important occurrences at the meeting and the 
introduced motions; (e) The resolutions, the votes for 
and against, and the number of abstentions; and (f) At 
the objector’s request, the objection of a shareholder, 
director or member of the board of supervision, to a 
resolution. 


2) The reporting secretary and the meeting’s chairman 
sign the minutes, and the two elected attending share- 
holders certify the minutes. 


3) Within 30 days from the closing day of the meeting of 
shareholders, the board of directors must file with the 
registry court a certified copy of the minutes, the atten- 
dance sheet, and copies of the gazette issues in which the 
meeting of shareholders was announced. 


4) Any shareholder may request from the board of 
director an excerpt from, or a copy of, the minutes of the 
meeting. 


Board of Directors 


Section 285 1) The board of directors is the corporation’s 
managing body. It acts for the corporation in relations 
with third persons, represents the corporation before the 
courts and other authorities, develops and directs the 
Organization of the corporation’s operations, and exer- 
cises the employer's rights. 


2) The board of directors must have at least three and no 
more than eleven members (directors). The board elects 
its chairman from among its members. 


3) The meeting of shareholders elects the directors, from 
among the shareholders or other persons. 


4) Unless the articles of incorporation specify otherwise, 
the directors jointly have authority to manage the cor- 
poration. 


Section 286 1) Every director has authority to sign for 
the firm. The articles of incorporation may specify that 
several directors have authority to sign jointly or with a 
person designated by the board of directors. 


2) The articles of incorporation may authorize some of 
the directors or employees to act for the corporation in 
general or in specific matters. 


Section 287) The articles of incorporation, a resolution 
of the meeting of shareholders or the board of supervi- 
sion may limit the authority of the board of directors to 
act for the corporation. Such limitation of authority is 
not binding on third persons. The members of the board 
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of directors are jointly and severally liable to the corpo- 
ration for the consequential damage resulting from vio- 
lating the limitation of their authority. 


Section 288 1) It is the task of the board of directors to 
prepare the corporation’s balance sheet or financial 
statement, and the proposal on allocating the profit. 


2) At the intervals specified in the articles of incorpora- 
tion but at least once a year, the board of directors must 
prepare a report for the meeting of shareholders, on the 
corporation’s management, financial situation and busi- 
ness policies. 


3) The board of directors sees to it that the corporation's 
books are properly maintained. 


Section 289) The board of directors is obliged to call a 
meeting of shareholders, and to simultaneously inform 
the board of supervision: (a) When it learns that the 
corporation has lost a third of its capital; or (b) When the 
corporation has permanently stopped paying its credi- 
tors, and its assets are not enough to cover its debts. 


Section 290 1) A member of the board of directors: (a) 
May not conclude for his own account transactions that 
fall within the corporation’s business activity, (b) May 
not be a member with limited liability in another busi- 
ness association whose business activity is similar to that 
of the corporation; and (c) May not be an executive 
officer of another business association whose business 
activity is similar to that of the corporation. 


2) If a member of the board of directors violates any of 
the bans in Paragraph |, the corporation: (a) May claim 
damages; (b) May demand, instead of damages, that the 
board member assign to the corporation any transaction 
he concluded for his own account; or (c) May demand 
that the board member assign to the corporation his 
profit on any transaction he concluded for another 
person’s account, or that he assign the corporation his 
claim to any such profit. 


3) The statute of limitations on the corporation’s claims 
pursuant to Paragraph 2 is three months from the date 
that the other directors learned of the claim. But no 
action may be brought for a claim after one year from the 
date that the claim arose. 


Board of Supervision 


Section 291 1) Every corporation must set up a board of 
supervision comprising at least three members. 


2) Except in the case of Section 292, the meeting of 
shareholders elects the members of the board of super- 
vision, from among the shareholders or other persons. 
The meeting of shareholders may not elect an employee 
of the corporation to the board of supervision. 


be presented at the meeting of shareholders. 


Section 294 1) When the corporation’s interests so 
require, the board of supervision may call a meeting of 
shareholders. 


2) The board of supervision represents the corporation 
in a suit brought against the board of directors or its 
member, on a resolution of the meeting of shareholders. 


Section 295 1) The board of supervision exercises its 
right collectively or through a board mem er. It may 
permanently divide supervision among its members. 
The division of supervision does not affect the board 
member’s responsibility, nor his right to extend his 
supervision also over other activities. 


2) If the corporation has an internal auditor (or auditing 
organization), he (it) reports to the board of supervision. 


Section 296) The provisions of Section 290 apply also to 
members of the board of supervision. 


Auditors 


Section 297 1) Every corporation must elect at least one 
auditor. 


2) The auditor performs the tasks that the present law, 
the articles of incorporation and the meeting of share- 
holders assign to him. 


One-Shareholder Corporation 


Section 298 1) A corporation may also be formed in 
which a state budgetary organization or a financial 
institution is the sole shareholder. 


2) A 1-shareholder corporation is created also when a 
shareholder acquires all the shares of the corporation. An 
individual cannot be the sole sdhareholder. 


Section 299 1) Notice of a 1-shareholder corporation’s 
creation must be filed within 30 days with the registry 
court, for entering in the register and public announce- 
ment. The sole shareholder's liability for the obligations 
of the 1-shareholder corporation is limited to the share- 
holder’s shares. 
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2) If notice has not been filed with the registry court, 
then the sole shareholder assumes unlimited liability for 
the corporation's obligations, from the day of acquiring 
all the shares. 


3) If the 1-shareholder corporation undergoes liquida- 
tion because of permanent insolvency, the sole share- 
holder has unlimited liability for all the obligations the 
corporation incurred since its registration as a |-share- 
holder corporation. 


Section 300) Otherwise the present law's provisions 
regarding corporations apply, as appropriate, also to 
1-shareholder corporations, except that the incorporator 
exercises the authority of the meeting of shareholders 
pursuant to Section 298, Paragraph |, and the sole 
shareholder exercises the meeting's authority pursuant 
to Section 298, Paragraph 2. 


Title 5. Capital Increase, Reduction 


Capital Iucrease 


Section 301 1) Except in the case of Section 304, a 
corporation may increase its capital only when the par 
value of all the shares issued previously has been paid in 
full. The articles of incorporation of a bank, financial 
institution or insurance company organized as a corpo- 
ration may depart from this provision. 


2) The corporation’s capital may be increased through a 
subscription for new shares, by transferring the corpora- 
tion’s surplus to its capital, or be converting its convert- 
ible bonds into shares. 


Section 302 1) On the proposal of the board of directors, 
the meeting of shareholders decides to increase the 
corporation's capital. In addition to the provisions of 
Section 279, Paragraph 3, the announcement on holding 
the meeting of shareholders must state: (a) The reason 
for increasing the capital, the manner in which the 
increase is to be implemented, and the smallest amount 
of the increase; (b) The proposed amendment of the 
articles of incorporation because of the increase; (c) The 
number of new shares to be issued and the value of a 
share; (d) If a new class of shares is to be issued, the rights 
that ownership of the new class of shares will confer, and 
how these rights will affect the rights conferred by 
ownership of the classes of shares issued earlier; (e) If the 
capital is to be increased through a subscription for new 
shares, the starting and closing dates of the subscription; 
and (f) The proposal on a noncash contribution if the 
capital is to be increased through such a contribution. 


2) It is the task of the board of directors to implement the 
capital increase. 


Section 303 1) If the capital is being increased through a 
subscription for new shares: (a) Subscribers must pay in 
the amount per share specified by the meeting of share- 
holders, but at least 30 percent of a share’s par value; (b) 





By a three-fourths majority of the voting shares, the 
meeting of shareholders may grant all shareholders a 
preemptive right to subscribe for new shares in propor- 
tion to their existing shares, and will simultaneously 


specify the time limit within which this right may be 
exercised. 


2) The preemptive right of the holders of subscription- 
warrant bonds takes preference over the preemptive 
right of shareholders, but the preemptive right of state 
budgetary organizations or financial institutions takes 
preference even over the preemptive right of the said 
bondholders. 


3) Otherwise the provisions of the present law regarding 
the formation of a corporation apply, as appropriate, 
also to the subscription for new shares to raise the 
corporation's capital, with the ing that the 
subscription may begin only after the resolution of the 
meeting of members to raise the capital has been entered 
in the register of firms and a public announcement of 
this fact has been made. 


Section 304 1) If all or a part of the capital increase is to 
consist of a noncash contribution, the corporation may 
increase its capital by the value of the noncash contribu- 
tion even if not all of the previously issued shares have 
been fully paid. 


2) The provisions of the present law regarding the 
formation of a corporation apply, as appropriate, to the 
valuation of the noncash contribution and to liability for 
its value. 


Section 305 1} Upon the approval of its annual or 
separate balance sheet, the corporation may increase its 
capital by transferring all or a part of its surplus to its 
capital, and by issuing new shares or stamping the 
existing shares. 


2) Unless the meeting of shareholders provides other- 
wise, the new shares must be offered free of charge to the 
existing shareholders. Notice of the offer must be pub- 
lished in the manner that the articles of incorporation 
specify. Registered shareholders must be sent separate 
notices of where and when they can take delivery of the 
new shares. 


3) If a shareholder does not take delivery of the new 
shares by the time of the next meeting of shareholders, 
the corporation may sell the shares. 


4) When stamping the shares issued earlier, the higher 
par value is inscribed on the shares, and the inscription 
is signed according to the rules on signing the corpora- 
tion’s firm name. 


Section 306) The articles of incorporation may authorize 
the board of directors, and also set the conditions under 
which the board may exercise its authority, to raise the 
corporation’s capital to a specified amount, but by not 











more than a third of the capital, within five years of the 
corporation's registration, through a new issue of shares 
or by transferring the corporation's surplus to its capital. 


Section 307 1) The meeting of shareholders may adopt a 
resolution calling for a conditional increase of the capital 
if the purpose of the increase is to issue convertible 


2) Bondholders may exercise their option to convert 
increase. The option must be exercised in writing, stating 
the number and par value of the shares requested. 


3) The board of directors may issue shares pursuant to 
Paragraph 2 only for the purpose specified in the reso- 
lution and against payment in full of the amount that the 
resolution sets, and to the extent that the bondholders 


sheet the board of directors must file with the 
court, for entering in the register and public 
announcement, a notice of the capital's actual increase 
during the preceding year as a result of the conditional 





Capizal Reduction 


Section 310 1) The resolution that the meeting of share- 
holders adopts to reduce the corporation's capital must 
specify the reason for the reduction, the manner in which 
it is to be implemented, the amount by which the capital 
shares must be presented to the corporation. 


2) In a reduction of the capital, first of all the corpora- 
tion’s treasury shares must be redeemed. 


3) The rules on the par value of the shares and the 
minimum amount of capital must be observed also in the 
case of a capital reduction, and the reduction does not 
affect the rights of the holders of the corporation's 
convertible bonds. 


Section 311 1) Within 30 days from the adoption by the 
meeting of shareholders of a resolution to reduce the 
capital, the board of directors must file the resolution 
with the registry court, for entering in the register and 
pubiic announcement. 


2) After filing the resolution with the registry court, the 
board of directors must publish the resolution in two 
issues of the official gazette, with at least a 30-day 
interval between the issues. 


Section 312 1) The creditors whose enforceable claims 
of the resolution to reduce the capital may demand, 
within 90 days from the second publication of the 
expiration of this time limit has a peremptory effect. 


2) The corporation is obliged to secure the claims of the 
creditors who demand security pursuant to Paragraph 1. 


Section 313) The capital may be reduced: (a) Either by 
exchanging the shares, stamping them, or reducing the 
number of shares through some other procedure (consol- 
idation of shares); (b) Or by redeeming the shares and 
refunding to the shareholders their payments for their 
shares. 


Section 314 1) On the resolution of the meeting of 
shareholders, the corporation notifies the shareholders 
through a public announcement to present their shares 
for exchange, stamping, redemption or consolidation. 
The corporation will cancel the shares that have not been 
presented despite the notice. 


2) The corporation will announce the cancellation of the 
shares in the official gazette. In place of the cancelled 
shares, the corporation may issue new shares and sell 
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them. The proceeds must be disbursed to the interested 
parties or must be placed in escrow until their claims 
have been verified. 


Section 315 1) The capital may be reduced through the 
redemption of shares only if the articles of incorporation 
explicitely permit redemption. The meeting of share- 
holders sets the detailed rules for the redemption of 


2) Shares are callable for redemption only by lot, and 
only if the articles of incorporation contained a redemp- 
tion clause already when the shares were issued. 


Section 316 1) When the 90 days from the capital- 
reducing resolution’s second publication pursuant to 
Section 311, Paragraph 2, have expired, upon the corpo- 
ration’s petition the registry court will enter the capital 
reduction in the register of firms. The capital reduction 
becomes effective when it is entered in the register. 


2) The capital reduction may be entered in the register 
only if proof is presented: (a) That the resolution of the 
meeting of shareholders to reduce the capital has been 
published twice; and (b) That the creditors’ claims have 
been paid or secured pursuant to Section 312. 


3) Payment to a shareholder against the capital reduction 
may be disbursed, or payment due from the shareholder 
may be remitted, only after the registry court has entered 
the capital reduction in the register. 


Tithe 6. Corporation's Dissolution 


Section 317) When a corporation is dissolved without a 
legal successor, the rules governing the distribution of 
assets apply, as supplemented by the provisions of Sec- 
tions 318-320. 


Section 318 1) The meeting of shareholders may assign 
the task of distributing the corporation's assets also to 
one or more persons other than the directors. 


2) Stating their reason, shareholders representing at least 
one-tenth of the capital, or the corporation's creditors, 
may petition the registry court to appoint someone else 
as the distributor of assets. The articles of incorporation 
may grant this right also to shareholders representing a 
smaller proportion of the capital. 


Section 319 1) At the time of approving the final balance 
sheet, the meeting of shareholders also acts to relieve the 
distributors of assets, the members of the board of 
directors and board of supervision, and the auditors. 


2) The distributors of assets may demand from the 
shareholders the payments still due if these payments are 
necessary to settle the corporation’s debts, to cover the 
costs of the distribution of assets, or for some other 
reason. 


holders must also be taken into consideration. 
2) If the shareholders have not paid for their shares 


shares. 
enough to refund the payments that the shareholders 
made, they absorb the deficit in proportion to their 
shares. 


3) It is prohibited to distribute the assets within six 
months from the date that the third notice to creditors 
appeared in the official gazette. 


Title 7. Interest in Another Corperation 


Section 321) By buying shares in another corporation, 2 
corporation is able to influence the other corporation 
and to acquire a substantial, a majority or an interlock- 
ing interest in it. 


Section 322 1) The interest is substantial when a corpo- 
ration acquires another corporation’s shares that 
account for more than one-fourth of the other corpora- 
tion’s capital or confer more than one-fourth of the 
voting rights at the other corporation's meeting of share- 
holders, but the interest falls short of being a majority 
interest. 


2) The corporation that acquires a substantial interest in 
another corporation must immediately notify the other 
corporation of its acquisition of shares, and must also 
announce this in the official gazette, stating also the 
number of shares or the proportion of voting shares. 


3) A corporation thai acquires a substantial interest in 
another corporation may not exercise its rights as the 
other corporation's shareholder until it has fulfilled its 
obligation pursuant to Paragraph 2. 


Section 323 1) A majority interest is said to exist when 
one corporation acquires another (subsidiary) corpora- 
tion’s shares that account for more than half of the 
subsidiary corporation's capital or confer more than half 
of the voting rights at the subsidiary corporation's meet- 
ing of shareholders. 


2) Before acquiring a majority interest, the corporation 
must notify the other corporation of its intention and 
must make a stock tender offer to the subsidiary corpo- 
ration’s shareholders for the shares it plans to buy in 
order to acquire a majority interest. The offer must 
specify the class and number of shares the corporation 
intends to buy, the price it will pay, and the offer’s 
expiration date. 
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3) The notice and the offer must be published in the 
official gazette. Publication of the offer also qualifies as 
a notice pursuant to Section 322, 2. Shares 
may noi be purchased on the basis of the offer for 30 


days after the publication of the offer. 


Section 324 1) If the corporation holding a majority 
interest has violated its obligations under Section 323, it 


rules governing the acquisition of a substantial interest. 


2) The fact that the corporation has acquired a majority 
interest must be announced in the official gazette. 


Section 325) In the case of a majority interest: (a) The 
subsidiary corporation may neither buy or subscribe 
additional shares in the parent corporation and may not 
exercise the voting rights of the shares it already holds; 
(b) The same person may not have a scat on the board of 
directors or the board of supervision of both the parent 


corporation and the subsidiary corporation simulta- 
neously. 


Section 326 1) Within 90 days from the acquisition of a 
majority interest, at the request and option of any 
shareholder of the subsidiary corporation, the parent 
corporation is obliged: (a) To buy the shareholder's 
shares at least for the price stated in its offer; or (b) To 
pay the shareholder a predetermined amount of divi- 
dend per share. 


2) Expiration of the time limit specified in Paragraph | 
has a peremptory effect. 


3) If the subsidiary corporation, due to the parent 
corporation's influence, pursues a business policy that is 
persistently prejudicial to its own interests, the creditors 
who account for at least 20 percent of the subsidiary's 
debt may petition the court to establish the parent 
corporation's unlimited liability for the subsidiary's 


Section 327) The corporation that is wholly foreign 
owned, or in which foreigners hold a majority interest, 
may not acquire a majority interest in another corpora- 
tion. The corporation that violates this ban may not 
exercise its rights as shareholder in the subsidiary. 


Section 328 1) If the parent organization acquires shares 
representing more than three-fourths of the subsidiary 
corporation’s capital, then the parent corporation's 
board of directors mzy issue direct instructions to the 
subsidiary corporation’s board of directors on how to 
manage the subsidiary corporation, and the subsidiary 
corporation's board of directors must implement these 
instructions (directly managed subsidiary corporation). 


2) The parent corporation is unlimitedly liable for the 
directiy managed subsidiary 


corporation’s debts. 


3) The fact that the subsidiary corporation is under the 
parent corporation's direct management must be entered 
in the register of firms and announced in the official 
gazette. 


Section 329 1) The shareholders of the directly managed 
subsidiary corporation may bring action at any time to 
require that the parent corporation pay them a predeter- 
mined amount of dividend per share or buy their shares 
at their price at the time of the [court’s] decision, or that 
it exchange their shares for shares in the parent corpo- 
ration. 


2) The creditors whose enforceable claims against the 
directly managed subsidiary corporation arose before the 
publication of the announcement mentioned in Section 
323, Paragraph 3, may demand within 90 days from the 
publication of the announcement that the parent corpo- 
ration secure their claims. 


Section 330 1) Two corporations are said to have inter- 
locking interests when each acquires shares in the other 
that represent more than one-fourth of the capital or 
confer more than one-fourth of the voting rights at the 
meeting of shareholders. 


2) In the case of interlocking interests: (a) The corpora- 
tion that notifies the other corporation first pursuant to 
Section 322, Paragraph 2, may retain the interest it 
acquired with its capital, while the other corporation 
must reduce its interest to one-fourth of the capital; (b) 
The corporation may vote at most a quarter of the voting 
shares at the other corporation's meeting of sharehold- 
ers. 


3) If one of the corporations with an interlocking interest 
also controls the other through a majority interest, then 
the rules governing a majority interest apply to the 
relationship between them. 


Part III. Final Provisions 


Effective Date 


Section 331) This law shall become effective on | Janu- 
ary 1989. At the same time, the following regulations 
shall be rescinded: 


(a) The provisions of Law No XXXVII of 1875 (Com- 
mercial Code) that are still in force, except Sections 
291-298 on commercial bills of exchange, and Sections 
434-452 on warehousing transactions; 


(b) The provisions of Law No V of 1930 on Limited- 
Liability Companies and Limited Partnerships that are 
still in force; 


(c) Law Decree No 4/1978 On Business Associations, as 
modified and amended by Law Decree No 28/1987; 


(d) Law Decree No 15/1981 On Business Partnerships; 
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(e) Decree of the Council of Ministers No 9/1978 (1 Feb) 
Implementing Law Decree No 4/1978; 


(f) Decree of the Council of Ministers No 30/1979 (27 
Sep) On R & D and Production Combinations, and R & 
D and Production Partnerships; 


(g) Decree of the Council of Ministers No 28/1981 (9 
Sep) On Business ips, as modified and 
amended by Decrees of the Council of Ministers Nos 
5/1984 (17 Jan), 65/1985 (30 Dec) and 97/1987 (31 Dec); 


(h) Resolution of the Council of Ministers No 201 1/1976 


(22 Apr) On Agroindustrial as modified 
by Resolution of the Council of Ministers 
No 2020/1982 (2 Aug) and its i ing Decree of 


the Minister of Finance No 43/1984 (6 Nov); 


(i) Resolution of the Council of Ministers No 2008/1978 
(1 Feb) On Certain Tasks in Conjunction With Business 
Associations; 


Ree ee ee ee 
Business Associations With Foreign 
modified and amended by Decrees of the Minister of 
Finance Nos 7/1977 (6 May) and 63/1982 (16 Nov), 


(k) Decree of the Minister of Finance No 22/1978 (19 
Sep) On the Financial Conditions for Forming Business 
Associations, as modified and amended by Decrees of 
the Minister of Finance Nos 51/1980 (12 Dec), 58/1983 
(29 Dec), 52/1985 (28 Dec) and 103/1987 (31 Dec); 


(1) Joint Decree of the Ministers of Finance and Educa- 
tion No 2/1980 (1 Feb) On the Financial Tasks in 

With R & D and Production 
Combinations and R & D and Production Partnerships, 
as modified and amended by Decrees of the Minister of 
Finance Nos 43/1983 (12 Nov), 53/1985 (28 Dec) and 
78/1987 (27 Dec); and 


(m) Decree of the Minister of Finance No 10/1987 (3 
Apr) On the Forint Equivalents of the Amounts Set by 
Certain Provisions of Law No V of 1930 on Limited- 
Liability Companies, and the Minimum Amount of a 
Corporation's Capital and of the Par Value of a Share. 


Transitery Provisions 


Section 332 1) If they are in operation when the present 
law becomes effective, the (a) business associations (Se:- 
tion 568 of the Civil Code), (b) business partnershij's 
(Decree of the Council of Ministers No 28/1981 (9 Sep),, 
(c) combinations, (d) joint ventures, and (e) limited- 
liability companies and corporations, except as specified 
in Paragraph 3, must amend by 31 December 1989 their 
articles of association (articles of incorporation) to con- 
form to the provisions of the present law, and file notice 
of the amendments with the registry court; respectively 
the combinations and joint ventures that are not now 
registered must apply for registration. 


2) The registry court will deregister on its own motion 
the business association that fails to comply with the 
obligations prescribed in Paragraph 1; respectively such 
a combination or joint venture will cease on | January 
1990. 


3) The provisions of Paragraphs | and 2 do not apply to 
existing, wholly or partially foreign-owned limited-lia- 
bility companies or corporations that are based on 
international agreements or were formed prior to |! 
January 1950. 


Section 333) The registration of enterprise workers’ 
business partnerships formed pursuant to Decree of the 
Council of Ministers No 28/1981 (9 Sep) will cease on |! 
January 1990. In a notice filed jointly with its sponsoring 
enterprise, an enterprise workers’ business association 
may inform the registry court, before 31 December 1989, 
of its intention to change its form of business organiza- 
tion to a general partnership, a partnership of individu- 
als, or an icorporated-employer-sponsored partnership. 


Section 334 1) The limited business associations formed 
under Law Decree No 4/1978, and the agroindustrial 
combinations formed under separate statutes will cease 
on 31 December 1989, unless they change their form of 
business organization to one of the business associations 
regulated in the present law. 


2) The registration of civil-law partnerships will cease on 
1 January 1990. The civil-law partnerships that wish to 
engage commercially in a business activity after the 
present law becomes effective will have to file notice 
with the registry court before 31 December 1989 that 
they have changed their form of business organization to 
a partnership of individuals or some other business 
association. 


Section 335) The changing of the form of business 
Organization pursuant to Sections 332-334 is not subject 
to taxes or fees. 


Section 336 1) The civil-law partnerships formed to 
operate retail or catering businesses under contracting or 
leasing may continue to operate under the present regu- 
lations until their contract or lease runs out. 


2) The fe associations formed pursuant to 
Government Decree No 32/1967 (23 Sep) may continue 
to operate usider the present regulations. 


Section 337) The present law does not affect bearer 


shares as such that had been acquired by a foreigner 
before the present law became effective. 


Miscellaneous Provisions 


- Section 338) The business association whose me, ders 


(or the corporation whose incorporators) are: (a) Exclu- 
sively state economic or other state organizations may 
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use the adjective “state” in its firm name; (b) Exclusively 
cooperatives or other cooperative organizations may use 
the adjective “cooperative” in its firm name. 


Section 339) A separate statute regulates the mutual 
changing of the forms of business organization between 
business associations, and the changing of economic 
organizations (Section 685 of the Civil Code) into a 
business association. 


Law on Taxing En Profit Published 
25000063b Budapest HET] VILAGGAZDASAG (special 
issue) in Hungarian 21 Dec 88 pp 48-51 


[Text of “Law No VII/1988 on Taxing Entrepreneurial 
Profit”) 


[Excerpt] To create equal conditions for entrepreneurs, 
to promote the accumulation of retained earnings and 
the flow of capital, and to raise the revenue the state 
needs to perform its tasks, the National Assembly hereby 
enacts the following law regulating the tax on entrepre- 
neurial profit: 


Chapter I. Liability to Taxation 


Section | 1) The taxpayer (Section 2) who is engaged, in 
a businesslike manner and for the purpose of gain and 
enrichment, in a production or service activity in 
exchange for a valuable consideration (hereinafter: 
entrepreneurial activity) is liable to entrepreneurial 
profit tax (hereinafter: the tax). 


2) Liability to the tax includes the obligations to report, 
to register, to keep books, to prepare balance sheets, to 
file tax returns, to estimate the tax, to make estimated- 
tax payments, to pay the balance of the tax due, to 
preserve tax records, and to provide information, as 
prescribed by the present law, the Law on Public 
Finances, and the statutory regulations on accounting 
practices and the procedures in the administration of 
inland revenue. 


3) Liability to the tax commences the day the entrepre- 
neurial activity begins, and lasts until the entrepreneur- 
ial activity ceases. Termination of the entrepreneurial 
activity does not affect the tax liability for the earlier 
entrepreneurial activity. 


4) For the individual entrepreneur specified in Section 2, 
Paragraph |, Item e, who elects to pay tax under the 
present law, liability to the tax commences the first day 
of the calendar year following his registration with the 
tax authority. 


5) If the individual entrepreneur specified in Section 2, 
Paragraph |, Item e, elects to continue his entrepreneur- 
ial activity as an individual entrepreneur under Section 
8/A of Law No VI/1987 on Personal Income Tax, his 
liability to the tax ceases the last day of the calendar year 
in which he deregistered with the tax authority. 


Taxpayer 


Section 2 1) Within the meaning of the present law, 
taxpayer refers to: (a) A state enterprise, a trust (unless 
the charter establishing the trust specifies otherwise), a 
trust enterprise, any other state economic organization, a 
cooperative, a cooperative enterprise (except a water 
utility association), an irrigation and drainage associa- 
tion, a financial institution, or a subsidiary enterprise; 
(b) A business association (Section 2 of Law No VI/1988 
On Business Associations); (c) A specialized industrial or 
service cO-Op group, a specialized agricultural co-op 
group, Or a CO-Op group operating within higher educa- 
tion; (d) An incorporated partnership of individuals, 
except a partnership of individuals pursuant to Section 
3; or (e) An individual enterpreneur under Section 8/A of 
Law No VI/1987 on Personal Income Tax who has 
registered with the tax authority as a taxpayer liable 
under the present law. 


2) The Hungarian National Bank, the State Develop- 
ment Bank, and the Central Corporation of Financial 
Institutions do not fall within the scope of the present 
law. The minister of finance determines the obligations 
of these organizations in relation to the state budget. 


Section 3) A housing cooperative, a voluntary public 
Organization, an incorporated partnership of attorneys- 
at-law, and a water utility association pay tax on their 
profit that stems from their entrepreneurial activity, and 
which is determined in accordance with the separate 
statutory regulations governing their operations, at the 
rates specified in Section 12. These organizations may 
claim the tax relief that the present law provides, but 
otherwise they do not fall within its scope. 


Chapter II. Tax Base 


Section 4) The tax base for assessing the tax is the 
adjusted positive economic result (profit) for the current 
year, computed in accordance with Sections 10 and 11. 


Profit Determination, Adjustment 


Section 5 1) If the taxpayer’s revenue from sales reaches 
250 million forints a year, the profit must be determined 
as the difference between income attrib ited to the cal- 
endar year on the one hand, and the cost of sales plus 
expenses on the other hand. 


2) If the taxpayer’s revenue from sales is less than 250 
million forints a year, the profit must be determined as 
the difference between income attributed to the calendar 
year on the one hand, and the costs plus expenses 
charged to the calendar year on the other hand. 


3) The unincorporated business association or the tax- 
payer listed under Section 2, Paragraph 1, Items c-e, 
whose revenue from sales does not exceed 25 mi'lio. 
forints a year determines the profit as the difference 
between taxable income on the one hand, and the 
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disbursed production and administrative costs plus cap- 
ital depreciation on the other hand; the difference must 
then be adjusted for changes in the inventory of goods 
purchased. In this case the taxpayer may show the profit 
in the general journal, in accordance with the rules of 
single-entry bookkeeping. 


4) Detailed accounting rules for the provisions of Para- 
graphs 1-3 are contained in the Decree on the System of 
Accounting. 


Section 6 1) Instead of using the prescribed method of 
profit determination, a taxpayer may elect to use a 
method that is based on a higher limit for revenue from 
sales. 


2) If the taapayer’s annual revenue from sales exceeds by 
at least 15 percent the prescribed upper limit for revenue 
from sales on which the employed method of profit 
determination is based, then for the year following the 
filing of the tax return the taxpayer is obliged to change 
over to a method based on a higher limit for revenue 
from sales. 


3) The taxpayer changes over at the beginning of the 
calendar year to a method of profit determination that is 
based on a higher limit for revenue from sales. The 
taxpayer must file advance notice of the changeover, 
with the tax authority of first instance. 


Section 7 1) When determining the profit, the following 
may be included in the costs and expenses respectively: 
(a) The depreciation of fixed assets, according to the 
rules defined in Supplement | [supplements omitted]. 
The amount of depreciation must be determined on the 
basis of The List of Depreciation Norms contained in 
Supplement 2. To aid technological development, the 
Council of Ministers may also allow accelerated depre- 
ciation, by decree; (b) The amount contributed to sup- 
port an interest-representing organization, and toward 
the operating costs of a combination; (c) In the case of 
the taxpayers specified in Section 2, Paragraph 1, Items 
b-e, the amount of compensation the taxpayer sets for 
the personal participation of individual members or of 
the individual entrepreneur, (d) The amount that a 
financial institution, but not an insurance company, 
provides for bad debts. If there is sufficient profit to 
make such a provision, it may be as much as 0.9 percent 
of the total of the balance sheet for the preceding year; (e) 
The amount that an insurance company allocates, under 
the rules prescribed in Supplement 3, to its claims 
settlement fund as a reserve against annual fluctuations 
in the total claims filed; and (f) The amount contributed 
to the share capital of an irrigation and drainage associ- 
ation. 


2) Taxpayers may account as cost their contributions 
toward the costs of a joint activity, and they may 
respectively add to and subtract from their profit the 
share of the joint activity’s profit that they receive and 
pay out. The following are joint activities: (a) The 


operation of a fixed asset built as a joint investment; (b) 
A foreign-trade deal based on the joint assumption of 
risk; and (c) Jointly financed research and development. 


3) In the course of determining the profit, the proceeds 
from the sale of fixed assets, investments, inventories, 
securities or property, respectively their realized scrap 
value and the compensation received in conjunction 
with their destruction, must be accounted as revenue 
from sales. The book value of the sold, scrapped or 
destroyed assets must be accounted as the cost of sales or 
as an expense. 


Section 8 1) When the determined economic result is a 
negative amount (loss), the taxpayer may elect to carry it 
forward, to the next two years at most. 


2) The taxpayer engaged exclusively in providing ven- 
ture capital may keep carrying the determined loss 
forward into the following years, until it has been com- 
pletely offset against the determined profit. 


3) The loss in a given year must be reduced by the 
amount of loss carried forward from that year. 


Section 9 1) The determined amount of profit is reduced 
by: (a) The current year’s portion of the carryforward 
from the previous year (or years); (b) The amount of the 
user’s fee paid the state on a sliding scale, for a develop- 
ment-fund grant. 


2) Over two years following a loss, the taxpayer—except 
as provided in Section 8, Paragraph 2—may reduce the 
determined profit by the amount of the carryforward 
specified in Paragraph 1, Item a. In the second year 
following the loss, the profit must be reduced by the 
remaining carryforward, and by the amount specified in 
Paragraph |, Item b, even if the profit is less than the 
sum of the reductions. 


Computation of Tax Base 


Section 10) The determined or adjusted profit must be 
increased: (a) By the proportion of entertainment costs 
specified in Suppiement No 4 that exceeds 1.5 per mill of 
the revenue from sales, less the historical value of the 
purchased goods resold and the payments to subcontrac- 
tors; or if this amount is less than 5,000 forints, then by 
the proportion of entertainment costs exceeding 5,000 
forints; and (b) By an amount computed on the basis of 
the statute rcgulating certain questions in conjunction 
with the system of incentives. 


Section 11 1!) The determined or adjusted profit may be 
reduced: (a) By payments received in the nature of 
rewards (for instance, the prizes accompanying decora- 
tions, or the awards to winners of labor competitions); 
(b) By the amount paid to redeem land from an agricul- 
tural cooperative’s member or his heir; (c) By an amount 
computed in accordance with Supplement No 5, when 
farmland is sold that has been entered in the records as 
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land without stated value; (d) By the amount spent to 
redeem a public pledge (Sections 593-596 of the Civil 
Code) or to endow a foundation (Sections 74/A-74/F of 
the Civil Code), if it matches the amount donated for the 
same purpose from the after-tax profit (Section 20, 
Paragraph 1, Item g); (e) By an amount specified in the 
statutory regulation on hiring the handicapped.” 


2) The amounts specified in Paragraph | may be claimed 
only up to the positive amount of profit, increased in 
accordance with Section 10. 


Chapter III. Amount of Tax Due 


Tax Rates 


2) The computed tax less the tax relief (Sections 13-15) 
claimed is the amount of tax due. The adjusted profit 
must be reduced by the amount of tax due even if the 
latter exceeds the adjusted profit. 


Tax Relief 


Section 13 1) As tax relief, in the form of a tax credit, the 
taxpayer may claim 80 percent of the tax on the profit 
from (a) A public service activity or (b) A cultural, 
health-care or sports activity, listed in Supplement No 6. 


2) As tax relief, in the form of a tax credit, the taxpayer 
may claim 40 percent of the tax on the profit from: (a) An 
agricultural, forestry or primary timber-processing activ- 
ity, (b) A food-industry activity or a related service, or (c) 
Food-retailing activity, as defined in Supplement No 7. 


3) From the computed tax, the tax on profit from the 
activities specified in Paragraphs 1-2, Items a-b, must be 
determined on the basis of the ratio of the taxpayer’s 
sales revenue from these activities, in proportion to the 
taxpayer’s combined total revenue from sales. In the case 
of the activities specified in Paragraph 2, Items a-b, the 
amounts of the subsidies that augment the profit must be 
added to both the combined total revenue from sales and 
the sales revenue from the subsidized activity. 


4) The tax on profit from the activity specified in Section 
2, Item c, must be determined from the computed tax on 
the basis of the ratio of sales revenue from this activity 
plus value-added tax, in proportion to the taxpayer’s 
combined total revenue from sales plus value-added tax. 


Section 14 1) As tax relief, in the form of a tax credit, a 
business association may claim: (a) 20 percent of the 
computed tax if at least 20 percent or 5.0 million forints 
of the business association’s original capital (Section 24) 
is foreign owned; (b) 60 percent of the computed tax 
during the first five years fiom the commencement of the 
sale of its product or service, and 40 percent from the 
sixth year on, provided that: more than half of the 
business association’s sales revenue is from production 
or from the operation of a hotel that the business 
association itself built; and the business association’s 


original capital is over 25 million forints, of which at 
least 30 percent if foreign owned; (c) 100 percent of the 
computed tax during the first five years from the com- 
mencement of the sale of the product or service, and 60 
percent from the sixth year on, if the business association 
meets the conditions specified under Item b, and it is 
engaged in a particularly important activity listed in 
Supplement No 8. 


2) The tax relief pursuant to Paragraph | may be claimed 
only within the period specified therein, and as long as 
the specified conditions are met, or as the conditions 
change. 


3) For the business association that meets the conditions 
of Paragraph |, Item a, and is engaged in banking or ina 
particularly important activity listed in Supplement No 
8, the Council of Ministers may offer tax relief over a 
longer period, respectively at a higher rate, than what 
Paragraph | specifies. 


4) If the conditions specified in Paragraph 1, Items b-c, 
exist and the foreign member (or shareholder) plows 
back all or a part of his/its share of the profit (or of the 
dividend) into the business association, then the latter 
may ciaim as tax relief, in the form of a tax credit, the 
equivalent of the tax on the plowed-back amount. A 
condition for claiming this tax relief is that the after-tax 
profit (Section 22) must be at least as much as the 
combined total of the increase of the business associa- 
tion’s original capital, and the amount of the tax credit 
claimed on this basis. 


Section 15 1) Tax relief, in the form of tax credits whose 
extent is specified in Supplement No 9, may be claimed 
by the taxpayer engaged in: (a) Activity related to certain 
central decisions on structural policy and social policy; 
(b) Research and development; (c) Providing certain 
consumer services for the population; (d) Retailing in 
small settlements with fewer than 1500 residents, or on 
farmsteads; (ec) Producing items of peasant art and 
traditional handicrafts; or (f) Large-scale farming under 
adverse natural conditions. 


2) By decree, the Council of Ministers may provide tax 
relief for the taxpayer who creates jobs in an economi- 
cally backward area affected by central decisions on 
structural policy. 


Section 16 The tax relief claimed for different reasons 
must be combined, but the total claimed may not exceed 
the amount of tax due. The tax relief may not be carried 
forward to the following year. 


Section 17 1) If an international agreement (or treaty) on 
avoiding double taxation so provides, or if reciprocity 
exists, the amount of tax due must be reduced accordingly. 
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2) The joint standpoint of the ministers of finance and 
foreign affairs is authoritative on the question of reci- 
procity. 


Chapter IV. After-Tax Profit 


Section 18 The after-tax profit is the adjusted profit 
minus the amount of tax due. 


Section 19 1) The additions to the after-tax profit are: (a) 
The share of the profit (or the dividend) to which the 
taxpayer is entitled on the basis of his/its participation in 
a business association; and the share of the profit which 
the taxpayer is paid by a subsidiary, or by the recipient of 
the taxpayer’s transferred cash assets; (b) The amount of 
the subsidies received for hiring the handicapped; (c) 
The amount of wages due for voluntary spare-time work 
pledged on investment projects for social (welfare), cul- 
tural and sport purposes, or to aid housing construction; 
(d) The amount of key money received; (e) The claimed 
trade-policy subsidies on profitable deals; (f) The 
amount of the development-fund grants and budgetary 
grants? obtained from the state for other development- 
related outlays* and for the nondeductible portion of 
value-added tax; and (g) The tax overpayments due to 
mistakes in assessing the tax and uncovered in the course 
of a tax audit of the preceding years; and the corrections, 
less tax, in the amount of profit or its distribution. 


Section 20 1) The taxpayer debits to, respectively pays 
from, the after-tax profit the following items: (a) The 
nondeductible or nonrefundable portion of value-added 
tax charged by suppliers on deliveries for investments, 
including the taxpayer’s in-house investment projects; 
(b) The development-related other outlays* and their 
value-added tax charged by suppliers; (c) The user’s fee 
for the development-fund grant obtained from the state 
for the nondeductible or nonrefundable portion of the 
value-added tax charged by suppliers; (d) The amount of 
the contributions paid in conjunction with employing 
the handicapped; (e) The key money paid, and the 
compensation paid a tenant for vacating his tenancy; (f) 
The offered competition prize; (g) The amount spent on 
redeeming a public pledge (Sections 593-596 of the Civil 
Code) or to endow a foundation (Sections 74/A-74/F of 
the Civil Code); (h) The amount of the tax deficiency 
which a tax audit of the preceeding years uncovered and 
which affects the after-tax profit; and the corrections, 
less tax, in the amount of profit and its distribution; (i) 
The interest paid on fixed-interest shares; (j) The share 
of the profit (or the dividend) to which the state, the 
members (or shareholders) of a business association, the 
founder of a state enterprise or subsidiary, and the 
incorporator of a 1-member company or !-stockholder 
corporation are entitled; the amount the individual 
entrepreneur withdraws as the yield of his investment; 
and the share of the profit that the taxpayer pays the 
transferrer for the transferred cash assets; (k) The divi- 
dend on cooperative shares and employees’ participating 
bonds; (1) The grants to help employees obtain housing; 
the amount paid the council for the right to designate the 


tenant or buyer; and the taxpayer-assumed administra- 
tive costs of employees’ home-building loans; (m) The 
compensation paid the elected board members and exec- 
utive officers of the business association; (n) The 
bonuses of senior managers, as specified in the statute 
regulating the system of incentives for senior managers; 
(0) The amount spent on financial incentives for employ- 
ees; (p) The par value of the employees’ participating 
bonds and employee-owned shares that were given 
employees free of charge; (r) The amount spent for other 
purposes at the taxpayer’s discretion. 


(2) The debits, respectively the payments, listed in 
Paragraph | may not be charged to costs. 


(3) The payments listed in Paragraph 1, Items a-h, must 
be met even when the sum of the after-tax profit plus 
reserves is not enough to cover them. 


(4) The payments listed in Paragraph 1, Items i-r, may 
not exceed the after-tax profit, plus reserves, plus the 
amounts pursuant to Section 19, less the amounts spec- 
ified in Paragraph 1, Items a-h. 


Reserves 


Section 21 1) The taxpayer may form reserves from the 
after-tax profit. 


2) The reserves may be used to supplement the after-tax 
profit. 


Net Profit and Loss 


Section 22 The net profit and loss is the after-tax profit 
adjusted pursuant to Sections 19-20, and with the for- 
mation or use of reserves. The net profit and loss 
respectively augments and reduces the accumulated 
retained earnings. 


Transfer, Lending of Cash Assets 


Section 23 1) The taxpayer may lend or transfer cash 
assets to another taxpayer or legal entity. 


2) In the case of lending cash assets, the lender and the 
borrower agree on the term of the loan and the payable 
interest rate. 


3) In the case of transferring cash assets, the transferrer 
and the recipient agree on the share of the profit (or the 
dividend) from the yield of the transferred cash assets. 


Chapter V. Assets 


Section 24 1) The taxpayer's assets comprise: (a) The 
(original) capital contributed by the founder (the capital 
stipulated in the charter, articles of incorporation or 
articles of association); (b) The accumulated retained 
earnings from operations; and (c) Reserves. 
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(2) Assets are the internal source of financing the taxpay- 
er’s Own investments, fixed and circulating assets, and 
outside investments. 


Changes in Assets 


Section 25 1) The following augment the original capital: 
(a) In the case of a business association, the amount of 
the capital increase stipulated in the articles of incorpo- 
ration or articles of association; (b) In the case of a 
cooperative, the amount of the subscribed shares; and (c) 
The value of the employees’ participating bonds. 


2) The original capital is reduced: (a) In the case of a 
business association, by the amount of the capital reduc- 
tion stipulated in the articles of incorporation or articles 
of association; (b) In the case of a cooperative, by the 
amount of the redeemed shares; (c) The value of the 
redeemed and cancelled employees’ participating bonds. 


3) The following augment the accumulated retained 
earnings: (a) The net profit; (6) The amount of the 
accepted transfer of cash assets that does not qualify as 
revenue from sales, including the population’s [utility] 
network-development contributions based on separate 
statutory regulation;® (c) The development-fund grant 
from the state; (d) The budgetary grant psovided as an 
asset; (e) The contribution received from the coopera- 
tives’ Mutual Aid and Development Fund, Mutual 
Development Fund, Mutual Aid Fund or Enterprise 
Cooperation Fund; (f) In the case of property contrib- 
uted to a business association, the difference between the 
property’s book value and its value stated in the articles 
of association, if the book value is the higher; (g) The 
amount of development subsidy received in conjunction 
with export sales; (h) In the case of the redemption of 
treasury shares, the difference between their par value 
and reacquisition price, if the par value is the higher, (i) 
The value of cancelled employees’ participating bonds; 
and (j) In the case of accepting a transfer of property 
without compensation, the transferrer’s book value of 
the transferred property. 


4) The following reduce the accumulated net earnings: 
(a) The net loss; (b) The transferred cash assets; (c) In the 
case of property contributed to a business association, 
the difference between the property’s value stated in the 
articles of association and its book value, if the book 
value is the higher; (d) In the case of the redemption of 
treasury shares, the difference between their reacquisi- 
tion price and par value, if the reacquisition price is the 
higher; (e) The book value of property transferred with- 
out compensation; (f) The decline in value that cannot be 
charged to cost; (g) The proportion of assets to which a 
withdrawing member is entitled by law; and (h) The 
amount used to increase the original capital. 


Chapter VI. Procedural Rules 


Section 26 1) The taxpayer is obliged to assess the tax, 
file a return, and pay the tax (self-assessment). 


2) The taxpayer must make estimated-tax payments, in 
the proportions and manner specified by the statutory 
regulation: governing the administration of inland rev- 
enue. 


3) Law No 1/1981 On the General Rules of Administra- 
tive Procedure and, unless the present law provides 
otherwise, the provisions of the statutory regulations 
governing the administration of inland revenue apply to 
procedures in conjunction with the tax. 


4) The taxpayer must file with the tax authority notices 
of the entrepreneurial activity’s commencement and 
termination. 


Section 27 1) The tax authority checks the taxpayer’s 
compliance. If the taxpayer filed the return incorrectly or 
neglected to file one altogether, the tax authority levies 
the tax in a notice of assessment. 


2) If the assessed tax is more than the amount of tax due 
in the return (tax deficiency), the tax authority may 
impose a fine ranging from 50 to 200 percent of the tax 
deficiency. A fine of more than 100 percent may be 
imposed: if the tax deficiency is more than 10 percent of 
the tax due in the tax return; if the taxpayer is found to 
have recurring tax deficiencies; or if the taxpayer has 
seriously violated the regulations on bookkeeping, 
accounting and vouchers. 


3) If the taxpayer voluntarily discloses to the tax author- 
ity, before the latter’s tax audit, that the amount of tax 
due in the return has been computed incorrectly, or that 
tax relief has been claimed to which the taxpayer is not 
entitled, then the taxpayer may amend his return (self- 
checking). 


4) A self-checking penalty of 2 percent a month, but not 
more than 20 percent in all, may be imposed for late 
payment of the estimated tax, the tax or the balance due. 


5) The statute of limitations on the tax authority’s right 
to assess a tax deficiency, a fine and a penalty is one year 
from the last day of the calendar year in which the tax 
authority learned of the tax deficiency, but at most five 
years from the last day of the calendar year in which the 
tax return was due. 


Section 28) The final assessment by the tax authority of 
second instance is subject to judicial review and may be 
changed. The judicial review may extend to the legal 
basis of the tax assessment, as well as to the amount of 
the assessed tax. 


Chapter VII. Interpreting Provisions 


Section 29) Within the meaning of the present law: (a) 
Revenue from sales is the monetary expression of the 
valuable consideration in exchange for the entrepreneur- 
ial activity, less value-added tax. For the purpose of 
Section 13, Paragraph 3, revenue from sales means the 
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revenue from sales, plus extra charges, less value-added 
tax, less the historical value of purchased goods resold, 
and less payments to subcontractors; (b) Income is 
revenue from sales, plus the receipts that contribute to 
profit but do not directly affect assets; (c) Cost of goods 
sold is the combined total of the production cost of the 
goods and services sold during the calendar year, of the 
historical value of purchased goods resold, and of the 
payments to subcontractors; (d) Expenses are the com- 
bined total of the indirect expenses that cannot be 
allocated to the product (or activity), and of the miscel- 
laneous outlays that reduce the profit; (e) A large-scale 
farm operating under adverse natural conditions is a 
state farm, an agricultural cooperative, @ specialized 
agricultural cooperative or a fishing cooperative whose 
average cadastral net income per hectare of plowland i is 
less than 19 [Austro-Hungarian] gold crowns.’ 


Chapter VIII. Final Provisions 


Section 30) The present law becomes effective on | 
January 1989. Its provisions will apply for the first time 
to the determination and computation of the 1989 profit 
and tax liability. 


Section 31 1) The provisions of the present law are 
applicable to the limited partnership, agroindustrial 
combination, unincorporated economic association 
(Law Decree No 4/1978, Sections 45-48), civil-law part- 
nership (Sections 573-574 of the Civil Code) and, until 
its termination or change of form, to the enterprise 
workers’ business partnership. 


2) The provisions of the present law are applicable also 
to the joint venture, combination, limited-liability com- 
pany, corporation and partnership of individuals formed 
before 1 January 1989, even before they amend their 
articles of association (articles of incorporation) as 
required by Law No VI/1988 On Business Associations. 


Section 32 1) The Council of Ministers is hereby autho- 
rized to regulate by decree: (a) The rules governing the 
operation of foundations and water utility associations; (b) 
The rules governing the operation of partnerships of attor- 
neys-at-law. Here any activity that exceeds the scope of the 
activities specified in the statutory regulation setting the 
fees of attorneys and counselors-at-law may qualify as 
entrepreneurial activity; (c) The rules of the system of 
incentives mentioned in Section 10, Item b. 


2) To simplify the bookkeeping of the taxpayers who 
determine their profit in accordance with Section 5, 
Paragraph 3, the minister of finance is hereby authorized 
to regulate, in the Statute on the System of Accounting, 
the rules for using single-entry bookkeeping in respect to 
the provisions of Sections 18-25. 


3) A separate law will contain transitory provisions in 
conjunction with putting the present law into force. 


Footnotes 


1. On the basis of authorization granted in the Law on 
Public Finances. 


2. Joint Decree of the Ministers of Health and Finance 
No 8/1983 (29 Jun) On the Employment of, and Social 
Services for, Workers Whose Ability to Work Is 
Impaired, as modified and amended by Joint Decree No 
12/1985 (28 Dec). 


3. Joint Decree of the National Planning Office and 
Ministry of Finance No 3/1984 (6 Nov), implementing 
Decree of the Council of Ministers No 46/1984 (6 Nov) 
On the System of Investments. 


4. Decree of the Council of Ministers No 42/1985 (8 Oct) 
On State Development-Fund Grants. 


5. Joint Decree of the National Planning Office and 
Ministry of Finance No 3/1984 (6 Nov), implementing 
Decree of the Council of Ministers No 46/1984 (6 Nov) 
On the System of Investments. 


6. Decrees of the Council of Ministers Nos 7/1987 (17 
Jan) and 16/87 (13 May); Decree of the Minister of 
Finance No 1/1984 (17 Jan); and Decree of the Minister 
of Heavy Industry No 4/1971 (5 Jun). 


7. The classification must be based on “The Areas of 

e Farms and Forestlands on 31 May 1984,” 
published by the Ministry of Agriculture and Food and 
the National Bureau of Geodesy and Cartography. 


T of Business Associations Now Operating in 
sole Defined 

25000063c Budapest HETI VILAGGAZDASAG (special 
issue) in Hungarian 21 Dec 88 pp 3-20 


[Article: “What One Should Know About the Forms of 
Business Association”) 


[Text] On the basis of the Law on Business Associations 
that becomes effective as of 1 January 1989, we present 
in the following a summary of the particular forms of 
business association. 


General Partnership 


By signing a partnership agreement, two or more part- 
ners may form a general partnership (kkt). This form of 
business association is not incorporated. Like any other 
business association, however, it too can acquire rights, 
assume obligations, enter into contracts, and sue and be 
sued under its firm name. Anyone can be a partner, 
including legal entities as well as individuals. In a general 
partnership the partners undertake to conduct their joint 
business activity under unlimited, joint and several 
liability, and to place at the partnership’s disposal the 
capital necessary to conduct the joint business activity. 
In a general partnership, then, the partners’ individual 
property and the partnership's property are not set apart 
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“once and for all.” If the partnership’s property is not 
enough to cover the partnership’s debts, then any one of 
the partner’s may also be held liable for them, with his 
entire individual property. 


Over and above the general provisions, the partnership 
agreement must specify the form and value of the 
partners’ contributions; and if the partners are individ- 
uals, also the manner of their personal participation. 
Notice of the parntership’s formation must be filed with 
the registry court within 30 days of signing the partner- 
ship agreement, so that the firm may be registered. The 
partnership may then start its business activity. But if the 
registry court subsequently refuses to register the firm, 
the partnership must terminate its business activity, and 
those who acted for the partnership are unlimitedly, 
jointly and severally liable for the obligations assumed in 
the firm’s name. According to the law, every partner has 
authority to manage the business, determine how it is to 
be conducted, and act for the firm. If the partnership 
agreement gives one or more partners authority to man- 
age the business and to act for the firm, the other 
partners lose their authority to do so. The partners act, 
usually by a majority vote, on business matters that 
concern the partnership. (Unless the partnership agree- 
ment specifies otherwise, each partner has one vote.) But 
a unanimous vote is necessary in those cases where the 
partnership agreement so requires; and a two-thirds 
majority is needed to expel one of the partners, for 
example. All partners are equally entitled to check how 
the firm is being managed and represented (to inspect 
the firm’s books, for instance), and not even the partner- 
ship agreement may limit this right. 


Partnership of Individuals 


The partnership of individuals (gmk) is a subtype of 
general partnership in which only (private) individuals 
may be partners. On the whole, then, the conditions under 
which such a partnership operates are the same as for a 
general partnership, except that a partnership of individ- 
uals may not engage in any activity from wich a law, law 
decree or decree of the Council of Ministers bars (private) 
individuals. Another restriction, in contrast with the gen- 
eral partnership, is that in a partnership of individuals the 
combined total number of partners, employees and cot- 
tage-industry workers may not exceed 500. (This limit 
includes also a partner’s employees, and not just the 
partnership’s employees. For instance, when a private 
artisan employing two workers joins the partnership.) 


Different rules apply in some cases to a partnership of 
individuals formed exclusively by the workers or retirees 
of a sponsoring incorporated employer that assumes 
liability for the partnership’s activity. (This is an 
arrangement essentially similar to the present enterprise 
workers’ business partnership.) A partnership sponsored 
by an incorporated employer may be formed even with- 
out capital contributions from the partners. They are 
liable to third persons for the partnership’s obligations 


only to the extent of their possible contributions, and of 
their incomes from the partnership during the calendar 
year in which the obligation arose. Above this limit, the 
sponsoring incorporated employer is liable for the part- 
nership’s obligations. An incorporated-employer-spon- 
sored partnership may not employ a regular employee, 
cottage-industry worker, helping family member or 
industrial apprentice. The partnership ceases if the spon- 
soring incorporated employer withdraws its assumption 
of liability, unless the partners agree to continue under 
the rules applicable to partnerships of individuals. 
Which means that the partners agree to contribute cap- 
ital and to accept unlimited liability for the partnership’s 
obligations. 


Limited Pertnership 


The limited partnership (bt), like the general partner- 
ship, is not incorporated. (The law states that the rules 
governing general partnerships apply also to limited 
partnerships, unless specified otherwise.) However, there 
is an essential differences in the rules governing liability: 
the liability of at least one partner (the so-called general 
partner) of a limited partnership is unlimited; if there are 
two or more general partners, then their unlimited 
liability is joint and several; and there must be at least 
one (so-called limited) partner whose liability is limited 
to the extent of the property he has contributed to the 
partnership. There are differences between general and 
limited partners also in terms of their other obligations 
and their rights. For instance, only a general partner is 
obliged to participate in the business personally; whereas 
. limited partner may neither be manager nor act for the 
irm. 


Combination 


The law defines a combination as an incorporated busi- 
ness association formed by other legal entities, to make 
their own business activities more efficient, to coordi- 
nate them, or to safeguard their professional interests. 
The combination does not strive to earn a profit for 
itself. If the combination’s own assets are not enought to 
cover its debts, the members’ liability for the debts is 
unlimited, joint and several. The members share the 
combination’s operating expenses; they are also entitled 
to avail themselves of the combination’s services free of 
charge, and to share the profits on any services provided 
for nonmembers. 


Joint Venture 


The joint venture (kv) is an incorporated business asso- 
ciation that can be formed only by other legal entities. 
The joint venture must pay its debts primarily from its 
own assets, but if these are not enough to cover ul! debts, 
then the partners as guarantors are jointly liable, in 
proportion to their capital contributions. 
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Limited-Liability Company 


The limited-liability company (kft) is an incorporated 
business association formed with a capital that consists 
of capital contributions of specified amounts. The mem- 
ber is obliged to pay in his capital contribution to the 
company, but above that he is not liable for the com- 
pany’s debts. At first glance, limited-liability company is 
a misnomer. Retention of its traditional name does not 
mean that the company’s liability for its debts is limited. 
The company is liable to its creditors with its entire 
assets, and therefore its liability for its own debt is 
unlimited! But the members are not liable to the com- 
pany’s creditors, only to the company itself (for paying in 
their capital contributions). Here the member’s individ- 
ual property is entirely separate from the limited-liability 
company’s capital and assets. 


As a rule, at least two members are necessary to form a 
limited-liability company. However, a limited-liability 
company with only one member, what is knows as a 
l-member company, may also be formed. The com- 
pany’s capital may not be less than 1.0 million forints, 
and a member's capital contribution may not be less 
than 100,000 forints. (The capital contribution may not 
be withdrawn during the company’s lifetime!) What the 
law calls the member’s share embodies his rights and 
interest in the company. This share may be sold and 
freely transferred to another member of the company. 
And even to an outsider, provided the member has paid 
in the entire amount of his capital contribution. But in 
this case a member, the company itself, and the person 
designated by the meeting of members have a preemp- 
tive right, in the sequence listed. (A 1-member company 
is unable to acquire a share in itself.) 


The meeting of members—one must be held at least once 
a year—is the highest managing body of a limited- 
liability company. (In a |-member company, its incor- 
porator exercises the rights of the meeting of members.) 
As a rule, the meeting of members adopts its resolutions 
by a simple majority, and each 10,000 forints of the 
member’s paid-in capital contribution entitles the mem- 
ber to one vote. 


Corporation 


The corporation (rt) is an incorporated business associ- 
ation formed with a capital consisting of a specified 
number of shares that have a certain par value. The 
shareholder is obliged to pay the corporation the nomi- 
nal value or the issue price of the shares. (According to 
the law, the corporation may issue shares priced above 
their par value, but not below par. The shares issued 
above par increase the corporation’s assets, but even 
then the corporation’s capital will be the total par value 
of all the shares outstanding.) The general rule for a 
corporation is that it may depart from the provisions of 
the law only where the law explicitely so permits. (Depar- 
tures from the provisions of the law are permissible in 


the case of the other forms of business association, unless 
departures are explicitely prohibited.) 


The share embodies the shareholder’s rights in the cor- 

poration. There may be different kinds of shares: bearer 

shares or registered shares, for instance. (A foreigner may 

acquire only registered shares.) Under its articles of 

incorporation, a corporation may also issue registered+ 
shares to its workers, free of charge or at a reduced price, 

but such shares are transferable only among the corpo- 

ration’s employees and retirees. 


A corporation’s capital may not be less than 10 million 
forints, and the par value of a share must be at least 
10,000 forints. As a rule, the subscription for shares is 
public, and it may happen that more shares are sub- 
scribed than what the corporation plans to issue (over- 
subscription). The corporation may refuse to accept the 
oversubscription, but even in this case it may not refuse 
the subscription of a state budgetary organization or 
financial institution. The incorporators may agree to buy 
all the shares themselves (i.e., to form a close corpora- 
tion), but they may not exercise this right if all the 
incorporators are exclusively (private) individuals. 


The law allows also the formation of a 1-shareholder 
corporation, provided the incorporator is a state budget- 
ary Organization or a financial institution. A corporation 
becomes a |-sharehoider corporation also when a single 
legal entity acquires all the shares. It therefore follows 
that a (private) individual cannot be the sole share- 
holder. If a 1-shareholder corporation undergoes liqui- 
dation because of permanent insolvency, the sole share- 
holder’s liability is unlimited for any obligations that 
arose after entering the 1-shareholder corporation in the 
register of firms. (In this case, then, the general rule of 
the shareholder’s limited liability changes to unlimited 
liability, to protect the creditors.) 


Proposed Foreign Investment Protection Bill 
Summarized 


25000063d Budapest HETI VILAGGAZDASAG (special 
issue) in Hungarian 21 Dec 88 p 60 


[Article: “What One Should Know About the Investment 
Code”) 


[Text] At its present winter session, the National Assem- 
bly will also be enacting a law on foreign investment in 
Hungary, after our special issue will have already 
appeared. In the following we are summarizing the more 
important underlying principles of the Investment Code. 
Our summary is conditional: it will hold true only if the 
National Assembly decides the pass the bill as it now 
stands. 


The most basic rules on foreign investment in Hungary 
are to be found in the Law on Business Associations. 
Accordingly, foreigners may participate in founding any 
form of business association in Hungary—a general 
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partnership, limited partnership, joint venture, combi- 
nation, limited-liability company or corporation—and 
they may join an existing one as a member. Which also 
means that foreigners cannot create a business associa- 
tion of any form other than the ones the law regulates. 


,Foreigners may participate in a business association only 

if they are a firm according to the laws of their own 
country, respectively if they are registered in the com- 
pany register or some other business register at home. 
Foreigners must therefore present a certificate of regis- 
tration, or some other official document, to prove that 
they are a firm in their own country. The exception to 
this general rule is the corporation: not only foreign firms 
and legal entities, but also foreign individuals may be 
shareholders. The only restriction is that foreigners may 
own only registered shares. If a foreigner inherits bearer 
shares, for instance, he will have to exchange them for 
registered shares within a year of the estate’s distribu- 
tion. 


Generally speaking, no permission from the foreign- 
exchange or other authorities is necessary for foreigners 
to participate in a business association in Hungary, 
except when the business association is wholly foreign- 
owned or foreigners hold a majority interest in it. The 
joint permission of the ministers of finance and trade is 
necessary to form such a business association, or to 
change an existing business association into one owned 
in this manner. (The permission implies also the permis- 
sion of the foreign-exchange authorities.) The applica- 
tion for permission may be filed with either ministry. If 
the application for permission is not rejected within 90 
days of its filing, the permission must be regarded as 


granted. 


The Law on Business Association declares: “Foreigners 
enjoy full protection and security of their interest in a 
business association.” One of the related guaranties is 
that, if the business association shows a profit, the 
foreigner’s share may be freely repatriated upon his 
request, without permission from the foreign-exchange 
authorities and in the currency in which the investment 
was Originally made. 


In addition to these general provisions, a separate law 
will regulate the details of foreign investment in Hun- 
gary. The National Assembly will enact this Investment 
Code into law during its 1988 winter session. In the 
following we are summarizing the main underlying prin- 
ciples of this code, which of course may still change 
during the parliamentary debate. 


The Investment Code is to go into effect at the same time 
as the Law on Business Associations, i.e., on | January 
1989; and it will regulate foreign investment in business 
associations. The Investment Code specifies that a for- 
cigner must immediately be paid compensation for his 
actual loss, in the currency in which the investment was 


originally made, if his property is nationalized, expropri- 
ated or becomes the object of official action that has 
similar consequences. 


A business association with foreign participation may be 
formed to engage in. any business activity, unless this is 
restricted by statute. Such a business association may 
participate in forming, may itself form or acquire an 
interest in, another business association. There is only 
one restriction: the corporation that is wholly foreign 
owned, or in which foreigners hold a majority interest, 
may not acquire a majority interest in another corpora- 
tion. 


Generally the same price, wage and other labor regula- 
tions apply to business associations with foreign partic- 
ipation as to domestic business associations. In other 
words, if a product has an official price, then also the 
business association with foreign participation must 
observe that price. But if foreigners hold at least a 
20-percent interest in the business association, or con- 
tributed at least 5 million forints of its capital, then, 
according to the bill before the National Assembly, the 
business association is not bound by domestic wage 
regulations. In other words, there is no limit on how 
much the business association’s employees may earn. 


The business association in which the foreign interest is 
less than 20 percent pays tax (entrepreneurial profit tax) 
in the same way as a domestic business association, but 
the profit is not liable to any other tax or similar levy. 
The business association may claim the same tax relief as 
a domestic one, but it may be entitled also to additional 
tax benefits. If the foreign interest in the business asso- 
ciation is more than 20 percent, then the business 
association may claim a 20-percent tax credit. 


It is worth mentioning that if production accounts for 
more than half of the business association’s activity, or if 
it operates a hotel, then, according to the Investment 
Code, the business association may claim a 60-percent 
tax credit during the first 5 years, and a 40-percent tax 
credit from the sixth year on. And if the business 
association is engaged in an activity that is of particular 
importance to the Hungarian economy (such activities 
are listed in a supplement to the Investment Code), then 
the tax credit is 100 percent during the first five years 
from the commencement of the sale of the product or 
service, and 60 percent thereafter. 


Hungary ratified on 6 March 1987 the Washington 
Convention on Settling Investment Disputes, under 
which the International Center for Settling Investment 
Disputes (ICSID) arbitrates investment disputes when- 
ever the parties agree in writing to submit their dispute 
to the ICSID. In practice, usually the disputes arising 
from measures affecting the entire capital—such as 
nationalization or expropriation—are the ones submit- 
ted to the ICSID. Asa rule, the local courts—in Hungary, 
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the county courts—decide other disputes, or the parties 
— designate an arbitration board to settle their 
ispute. 


of Business Associations Mandatory 
25000063d Budapest HET] VILAGGAZDASAG (special 
issue) in Hungarian 21 Dec 88 p 61 


[Article: “Some Facts About the Register of Firms” 


[Text] The registry courts in Hungary now have about 
30,000 firms in their registers. This number will foresee- 
ably rise sharply after 1 January 1989: the Law on 
Business Associations makes registration mandatory for 
every business association. (Not every player in the 
economy is required to be registered at present.) The 
rules on the registration of firms have also changed. The 
Law Decree on the Registry Court, Registration and the 
Register of Firms, and the decree of the minister of 
justice implementing this law decree, have already 
appeared in MAGYAR KOZLONY. Therefore we will 
sum up here only the most essential provisions. 


What is a firm? It is the name under which an individual 
or legal entity—including an association of individuals or 
legal entities or both—may acquire rights and assume 
obligations, and the name he/it may use as his/its signa- 
ture. 


Of what use is the register of firms? The county courts 
(and the Budapest Municipal Court) are the registry 
courts in Hungary, and their registers are authentic 
public records of the essential data on every registered 
firm. The register shows the form and firm name of every 
business organization that has its principal place of 
business on the territory of the registry court—i.e., in 
Budapest or a given county—together with the data on 
the firm’s formation, activity, ownership and capital, 
and on who has authority to act and sign for the firm. In 
other words, the register contains all the data, rights and 
facts that statutory regulations require to be entered in 
the register. Among other things, an application for 
registration must be filed within 30 days of a firm’s 
formation, the signing of the articles of association or the 
adoption of the corporation’s articles of incorporation. 


According to the regulations now in force (Law Decree 
No 16/1985, and its implementing Decree of the Minis- 
ter of Justice No 6/1985, dated 6 November), a firm may 
be registered if a statutory regulation makes its registra- 
tion mandatory (in the case of a business partnership, for 
instance) or permits its registartion (in the case of a 
cooperative, for example). But the new Law on Business 
Association specifies that a business association is cre- 
ated only when it is registered (for a fee, of course, and 
the amount of the fee varies with the form of the business 
association). Henceforth ‘he registry courts will exercise 
supervision over the firms’ legality. At present the min- 
istries and the councils’ specialized administrative 


organs respectively are exercising this supervision. In 
other words, the impartiality of such supervision is now 
questionable. 


The new Law on Business Associations is not the only 
reason why the rules on the registration of firms have to 
be amended. Nearly three years have elapsed since the 
promulgation of the Presidential Council’s pertinent law 
decree, and also the practical experience gained since 
then warrants amending the rules. In the following we 
present a sampling of the more important provisions. 


—The registry court will be defined more clearly. The 
present definition suggests that the registry court is a 
separate organization. Actually the county courts (and 
the Budaspest Municipal Court) maintain the registers 
of firms, under the direction of designated judges. 
These same courts act as registry courts. 


—When registration is mandatory, under the present 
regulations the registry court may impose a fine rang- 
ing from 5,000 to 50,000 forints on the firm that fails 
to file an application for registration or files it late. But 
the value of the forint has declined since then, and also 
the courts need wider room for discretion. Therefore 
the upper limit of the fine has been raised to 100,000 
forints. 


—The new statutory regulation specifies that the firm’s 
name must reflect the firm’s actual form of organiza- 
tion (that it is a kft [limited-liability company] or rt 
[corporation], for instance) and its activity (industrial 
or commercial, for example); and that any appearance 
of a contradiction with the firm’s form of organization 
and activity must be avoided. The firm’s name must 
distinctly differ from the names of already registered 
firms engaged in the same activity. An exception is 
when the firm is registered under its owner’s name. In 
other words, there is no obstacle to forming so many 
Kovacs & Son Kft’s in the country. 


In addition to Hungarian expressions, also adopted or 
untranslatable foreign words, the firm’s registered trade- 
mark, or a reference to the firm’s patent may appear in 
the firm’s name. 


It has now been determined who has to grant permission 
for the inclusion of “national,” “Hungarian,” “county,” 
“municipal” and similar attributes in the firm’s name; 
furthermore, for the inclusion of the names of historical 
personalities, or of names to which someone else has a 
right. For instance, if a firm wishes to include the 
adjective “national” in its name, then the minister or 
central agency to whose sphere of authority the firm’s 
activity belongs may grant permission. If a firm wants to 
include, say, Kossuth or Rakoczi in its firm name, then 
the secretary general of the Hungarian Academy of 
Sciences and the minister of justice may jointly grant 
permission to do so. The Budapest Municipal Council 
grants permission to use the word “Budapest” in the 
firm’s name, and the local council concerned grants 
permission to use the name of its locality. No permission 
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is needed to use the names of regions (“Trans-Da- 
nubian,” for example), for there is no “competent 
authority” to grant permission. As a rule, the regions are 
not administrative subdivisions. 


—On the petition of specified bodies or officers, the 
registry court reviews even now whether a firm oper- 
ates in compliance with statutory regulations, the 
provisions of the articles of association (or the articles 
of incorporation), and other documents pertaining to 
the firm’s organization and operation. Judicial review 
by the registry court may not extend to labor-law 
disputes, or to matters which separate statutes refer to 
administrative or other court proceedings. According 
to the newly promulgated rules, the circle of bodies 
and officers authorized to file petitions for judicial 
review has been broadened to include the public 
prosecutor, the minister concerned, the chairman of 
the Central People’s Control Commission and, in the 
case of a subsidiary, the supervising agency of the 
subsidiary’s founder. The registry court acts only in 
the matter of the petition. If it finds other violations of 
the law, it does not act on its own motion and merely 
informs the petitioner about the violation. 


The registry court has much broader authority to super- 
vise the legality of business associations, in contrast with 
other firms. Unlike in the case of other firms, for 
example, the registry court may not only reject an 
application to change the entries in the register when that 
would violate statutory regulations, but on its own 
motion the registry court may also warn the persons 





authorized to act for the business association, or it may 
even suspend the operation of the business association or 
order its dissolution. 


The Law on Business Associations requires action by the 
business association’s highest managing body in specific 
instances—for example, to bring suit against the busi- 
ness association’s executive officers. The auditor must 
inform the registry court if the highest managing body 
fails to take action. If the business association fails to 
fulfill its obligation within the set time limit, the registry 
court may even dissolve the business association and ban 
its further operation. 


The Law on Business Associations assigns the registry 
court also certain tasks not related to the registration of 
firms. For example, the registry court itself calls a 
meeting of shareholders if the corporation’s board of 
directors fails to do so within 30 days of a request by 
shareholders representing at least one-tenth of the cor- 
poration’s capital. 


The old rules will apply for another year—until 1 Janu- 
ary 1990—to the business associations, civil-law partner- 
ships, and business partnerships already registered when 
the decree goes into effect (on | January 1989). 


—The Ministry of Justice will set up a national register 
of firms, and the firms will have to announce, for a fee, 
in a proposed new gazette (other than MAGYAR 
KOZLONY) the data that the Law on Business Asso- 
Ciations requires. 
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